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MONDAY, JUNE 1, 1953 


House or REpreseNnTATIVES, 
CoMMITTEE ON Ways AND MEANS, 
Washington, D. C. 

The committee met, pursuant to call, at 10 a. m., in the main hearing 
room, Hon. Daniel A. Reed, chairman, presiding. 

The CuarrMan. The committee will begin public hearings on the 
President’s recommendation to extend for 6 months the excess-profits 
tax. We have the pleasure this morning to hear, first, from Hon. 
George M. Humphrey, the Secretary of the Treasury, who will be fol- 
lowed by Hon. Rowl: and R. Hughes, the Assistant Director of the 

3ureau of the Budget. 

It is a pleasure to welcome you here, Mr. Secretary. Will you give 
your name for the benefit of the record, and the capacity in which you 
appear? We will be delighted to hear you. 


STATEMENT OF HON. GEORGE M. HUMPHREY, THE SECRETARY OF 
THE TREASURY 


Secretary Humenrey. My name is George M. Humphrey. I am 
Secretary of the Treasury. 

Mr. Chairman, it is a great pleasure for me to be here to talk to 
your committee and to give your committee the benefit of our views 
about this problem. You have been very kind to us indeed in the 
past, in our many meetings that we have had, and it is a pleasure to 
be with you here today. 

The Cuarrman. Thank you. 

Secretary Humpnrery. I appreciate this opportunity to appear 
before you. I have this statement, a written statement, that I will 
read if you do not mind. I think that will be the best way to start it. 
Then I will be glad to try to answer any questions that you might 
have. 

The Cuatrman. You may proceed in your own way, Mr. Secretary. 

Secretary Humpurey. The immediate problem is the extension of 
the excess-profits tax for 6 months through December 31. I am here 
to urge this extension in spite of the fact that I dislike the excess- 
profits tax and think it is a bad tax. 

The basic problem is that of national security—which means mili- 
tary security and economic security. The country must be kept safe 
from aggression from abroad. And further inflation must be stopped 
and the dollar must be ke »pt sound to provide a solid base for a healthy 
economy. Military security and economic security are the chief re- 
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sponsibilities of the Nation. They must take precedence over every- 
thing else. 

A few financial facts will show just what we are up against. 

Last January the budget filed for the fiscal year 1954 showed total 
estimated receipts of $68.7 billion and expenditures of $78.6 billion, 
with a prospective deficit of $9.9 billion. On the basis of our present 
information, it appears that revenue receipts will be $1.2 billion less 
than had originally been estimated for that year. This would make 
the deficit $11.1 bi lion. 

In his message of May 20 to the Congress, President Eisenhower 
showed a reduction of $4.5 billion in the proposed expenditures; this 
would bring the projected deficit down to $6.6 billion. I personally 
am disappointed that we have not been able to make greater reduc- 
tions in expenditures. 

I had hoped until a few weeks ago that it would be possible to cut- 
back Government spending fast enough to justify a reduction in indi- 
vidual-income taxes and the end of the excess-profits tax on July 1. 
Unfortunately, that is not possible. 

I am confident that further cuts can be made as the year progresses. 
But I am also satisfied that the reductions now proposed are all that 
can be made safely at this time. 

We live, as the President has said, in an age of peril. The danger 
of an atomic Pear] Harbor is real. Reductions in defense spending 
must be made o1 ay | ifter full account is taken of all the security factors 


i} volved. We cal in time. secure more defense for less money. Ac- 
tion to date gives me confide ence that this result can be accomplished. 

In business, a man: iwement can dr: astic ally cul back on some activity 
and later bu ath 1 if th original cut turns out to be too large. On 


matters affe ting saan security, we cannot take this risk. The 
chance for second guessing may never come. Much though we dislike 
the level of Government spending and taxation, we are not willing to 


gamble with the Nation’s defense by too rapid cuts in defense outlays 
which might leave us open to attack. 

There is a second gamble we cannot take. With a deficit of $6.6 
billion, it is not safe to gamble with the country’s economic security 
by making immediate cuts in taxes. This would simply increase the 


deficit, again build up inflationary pressures and further postpone 
the time when a sound economy, sound money, and a balanced budget 
can be attained. 

The proj cted deficit of $6.6 billion for fiscal year 1954 is after t: aking 
into account four major tax reductions which are scheduled to occur 
under present law during the year. The sequence of these reductions 
was fixed by legislation adopted some time ago, without reference to 
the ane or economic situations which might exist when the tax 
cuts were to become effective. A sensible financial plan cannot pos- 

sibly be made now out of such a schedule in view of present conditions. 

At the start of the next fiscal year, that is, on next July 1, the 
excess-profits tax expires. This will involve a loss of revenue of 
$2 billion in a full year and $800 million in fiscal 1954. 

The individual income tax rates are planned to go down at the be- 
ginning of next January by amounts ranging from about 10 percent 
in the lower and middle brackets to between 1 percent and 2 percent 
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in the highest brackets. This will involve a loss of $3 billion on a full- 
vear basis and $1.1 billion in fiscal 1954. 

~ On April 1, 1954, the normal corporation tax is to be reduced from 
30 percent to 25 percent, with the surtax remaining at 22 percent. 
This will reduce the total recular rate on the bulk of corporate income 
from 52 percent to 47 percent. It will mean a loss of $2 billion in a 
full year, with only a small loss in fiscal 1954. 

At the same time, April 1, 1954, various excise taxes are also sched- 
uled to be reduced, for a loss of $1 billion on an annual basis and $200 
million in fiscal 1954. 

These reductions all add up to $8 billion for a full year and $2.1 
billion for fiscal 1954. 

Two things are wrong with this schedule of tax reductions. First, 
with a deficit of $6.6 billion, no immediate tax reduction can be safely 
made. And second, there are many inequities and hardships which 
occur from various provisions of the several tax laws. These affect 
many corporations and a great many individuals. In the present 
situation, it does not seem fair to let the first reduction benefit only 
a relatively small group of corporations at least 6 months ahead of any 
relief for any other taxpayers. 

Individual income taxes need to be reduced. There are many de- 
fects in the excise taxes and many inequities affecting both corpora- 
tions and individuals under many provisions of the tax laws which 
need to be corrected. Much though I dislike the excess-profits tax, it 
should not be singled out as the only one for special treatment now. 

On the basis of all of these facts, and taking into account the need 
for maintaining military security and economic security, the President 
has made the following recommendations to the Con: 


immediate tax legislation. In his message to the Congress of May 20, 
the President said: 


ress concerning 


oO 


(1) The excess profits tax should be extended as now drawn for 6 months 
beyond its present expiration date of June 30. This action seems necessary in 
spite of the fact that this is an undesirable way of taxing corporate profits. 

Though the name suggests that only excessive profits are taxed, the tax actually 
penalizes thrift and efficiency and hampers business expansion. Its impact is 
especially hard on successful small businesses which must depend on retained 
earnings for growth. These disadvantages of the tax are now widely recog- 
nized. I would not advocate its extension for more than a matter of months, 
However, under existing circumstances the extension of the present law is prefer- 
able to the increased deficit caused by its immediate expiration or to any short- 
term substitute tax. 

The scheduled expiration of the tax in June would be misleading in its con- 
sequences. It would simply mean that the tax would be applied at half the 
full rate, 15 percent, to all of this year’s business income. Therefore its bad 
effects in penalizing efficiency and encouraging waste will continue through this 
year in any event. The extension of the tax through December 1953 would 
maintain the full 380 percent rate for the entire year and would produce a gain 
in revenue of $800 million in the fiscal year 1954. 

(2) The reduction in the regular corporate tax rate from 52 percent to 47 
percent, now scheduled to go into effect on April 1, 1954, should be rescinded A 
continuation of these extra five percentage points on the corporate tax will bring 
in about $2 billion a year, about the same amount as will be lost annually by 
the expiration of the excess profits tax at the end of this calendar year. 

Though a 52 percent corporate tax rate is too high for the long run, the budget 
will not now permit a reduction in both individual and regular corporate tax 
rates. A reduction in individual taxes must come first, for the benefit of the 
entire economy. 
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(3) The increase in the old-age insurance tax from 1% to 2 percent on both 
employees and employers, now scheduled to go into effect next January 1, should 
be postponed until January 1, 1955. 

The old-age and survivors trust fund has now reached almost $18 billion. 
Receipts at present tax rates are currently well in excess of expenditures. The 
further addition to the fund which would flow from the projected tax increase 
is not required. * * 

(4) The wide variety of existing excise rates makes little economic sense and 
leads to improper discrimination between industries and among consumers. 
Specific proposals for a modified system of excise taxation will be included in the 
recommendations for tax revisions that will be submitted to the Congress next 
January. 

The reductions in excise taxes, which would take place next April 1 under 
present law, should be rescinded pending the development of a better system of 
excise taxation. 

(5) I believe that a reduction in personal income taxes can and should be 
made effective next January 1. This reduction will amount to about 10 percent 
on the lower and middle incomes, graduating down to between 1 and 2 percent 
on the highest brackets. While this reduction is in accordance with existing 
law, it would have been impossible to accomplish on the basis of the previous 
administration’s budget without additional deficit financing with its resultant 
inflationary pressures. A reduction will be justified next January only because 
of reductions in proposed expenditures which the present administration has 
already been able to make and because of additional economies we expect to 
achieve in the future. 


In the same message, the President referred to the need to revise 
the whole tax structure— 
to remove existing inequities * * * simplify the needless complications which 
have developed over the years in tax laws, and generally secure a better balance 
of tax revenues * * * At the same time, we must develop a system of taxation 
which, to the greatest extent possible, will not discourage work, savings and 
investment, but will permit and encourage initiative and the sound growth of 
our free economy. 

As you have said on various occasions, Mr. Chairman, the present 
system has developed in a patchwork manner over many years. It 
needs a thorough overhauling. We are pleased to know that you 
have directed your staff and the staff of the joint committee to work 
on this revision. 

We in the Treasury are also hard at work on the same subject. We 
appreciate the op portunity for cooperation in various ways. We 
already have set up ten joint committees with representatives of your 
staffs and the Treasury. 

With this statement on the general background, I turn to the 
President’s recommendation for the extension of the excess profits 
tax, without amendment or modification, for 6 months through De- 
cember 31, 1953. It should be clear from the President’s statement 


that we disapprove in principle of so-called excess profits taxation. 
i shall not elaborate on the disadvantages and bad effects of this form 
of tax. They are familiar to all of us. It will be a relief when the 


tax is off the books. I want to cnphanter that the recommendation 
is for a 6-months’ extension. We would object to any extension 
beyond ths at time. 

In considering the excess profits tax, it is important to see what 
cor porations pay it. Complete data on returns filed in 1951, for 1950 
income, show that 50,200 corporations paid an excess profits tax. This 
was less than 12 percent of the 424,000 corporations with taxable 
income in that year. Preliminary figures for returns on 1951 income, 
filed in 1952, show that the percentage was even smaller in that year. 
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Furthermore, most of the tax was paid by large companies. The 
1950 returns showed a total excess profits tax of $1,385 million. Of 
this total, $1,254 million were from corporations with net incomes of 
more than $250,000. This means that only $151 million or 11 percent 
of the total tax came from companies with incomes below $250,000 
each. The incomplete fisures for 1951 income show that this same 


relationship between large and small companies continued in that 
year. The full details on the 1950 returns are being filed with the 
conimittee tod: ay. 

The significant point to me from these figures is that though the 
tax is a very serious barrier to growth for rapidly expanding small 
companies, it does not affect the vast majority of companies. It falls 
most heavily on profitable large companies. 

I want to be sure that my position on this point is clear. The 
present distribution of the corporate tax burden is bad because of the 
tax barriers to growth and the tax penalties on efficiency. But for 
the rest of this calendar year, most of the bad effects are present 
anyway. 

As the President has noted, the expiration of the tax on June 30 
would be misleading in many respects. Regardless of the date of 
expiration, the tax is computed on a full-year basis. Even though it 
expires on July 1, its provisions are applicable to the rest of the year. 
The expiration of the tax in the middle of the year simply means that 
the rate is lower on the income for the entire year. Thus, if a com 
pany lost money—here is an example—through June, and Se large 
profits in the last part of the year, it would still be subject through 
December to all of the peculiar, damaging effects of excess profits 
taxation on business judgments, even though the tax had supposedly 
expired some months previously. 

Since the vast majority of companies are on a calendar-year basis, 
the end of the calendar year is the logical time for the tax to expire. 
I would feel entirely differe ntly about extending the tax even for 1 
month into another year. 

A while ago I mentioned the fact that we had had to reduce the 
earlier estimates of tax receipts. For this year, with only a month 
left, we know that receipts will be at least $1.5 billion below the esti- 
mate made last January. For next year the reduction is $1.2 billion. 
Our figure for next year’s receipts differs by only $100 million from 
that made independently by the staff of your joint committee, 

The reductions in estimates do not mean that tax collections are 
falling off. It just means that the original estimates were too high. 
Collections this year will be several billion dollars more than in any 
previous year in the history of the country. Next year, even with the 
tax reductions proposed in the President’s program, receipts will be 
higher than this year. 

The extension of the excess-profits tax for 6 months, without modi 
fication or amendment, is a necessary first step toward economic secu 
rity. It will give us time to get control of the budget. It will help 
in maintaining a sound dollar. It will make it possible for tax reduc- 
tions and revisions affecting everyone to take place at the same time 
next year. It will lessen a gamble with national economic security. 

We are convinced that this is a sound program. The overwhelming 
editorial support from all sections of the country is very gratifying. 
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We are satisfied that the country as a whole is hack of the President’s 
program. Editorial comment on the President’s tax program has been 
received from 140 daily newspapers in 36 States. The count of edito- 
rials as of Monday, June 1, today, was as follows: Supporting the 
program, 102; critical, 11; noncommittal, 27. 

I urge, therefore, that the tax be extended without modification for 
6 months and that we then get rid of it once and for all. In the mean- 
time, we will devote ourselves to further reducing current expenditures 
so that the reduction in individual income taxes for all the people can 
justifiably be made a reality. Then all of our efforts will be used in 
developing a better tax structure under which the elimination of many 
of the inequities and injustices for all taxpayers, both corporate and 
individual, can be made at the same time as the excess-profits tax ex- 
pires. In that way justice and fair dealing can be done equally and 
contemporaneous sly for all. 

Thank you, Mr. Chairman and gentlemen, for this opportunity to 
appear before you. I will gladly attempt to answer any question. 

The Cuarrman. Mr. Secretar y, I want to thank you very much for 
your testimony. I think you m: ide a fine case from your point of view. 
That is what we would naturally expect. I know from what you have 
said that you think the excess- profits tax is a bad tax. But, with your 
permission, I would like to explore your views on the subject just a 
little further. You do believe, do you not, that the excess-profits tax 
tends to limit the growth of production both for civilian and defense 
purposes ? 

Secretary Humpnrey. Both what? 

The Cuamman. For civilian and defense purposes. 

Secretary Humpurey. I think the excess-profits tax very definitely 
tends to limit the growth of smal] companies. 

The Cuarrman. And you also believe, do you not, that it tends to 
prevent business expansion and increases in the standard of living 
for all? 

Secretary Humrenrey. I think it does, Mr. Chairman. 

The Cuarrman. I think you have been very frank about your con- 
demnation of the excess- profits tax. 

Secretary Humrurey. That is correct. I don’t want to defend it 
at all. I don’t believe it isa proper form of taxation. 

The Crrarrman. Just what assurance can you give that this will not 
be extended again ? 

Secretary Humpnrey. I can only give my own assurance and the 
assurance of the President that we will oppose any further extension 
of this tax beyond December 31. He has said so, and I have just said 
so now. That is definite administration policy. 

The Cnatrman. I think you will agree with me, and I am not sure 
but what you covered it, but you do believe that when the excess- 
profits tax rate is added on to the normal and surtax rate it encourages 
extremely wasteful business practices? 

Secretary Humrnrey. I agree to that; yes, sir. 

The Cuamman. Am I correct in understanding from your testi- 
mony that you feel that the so-called excess-profits tax is one of the 
worst forms of taxation that can be imposed upon American busi- 
ness ? 

Secretary Humenrey. I think it is a very undesirable form of tax. 
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The Cuatrman. I understand Senator Taft was quoted as saying 
the other day that the excess-profits tax was a vicious tax. Do you 
agree with the Senator ? 

Secretary Humrurey. Yes; I think I would say the same thing. 

The Cuarrman. Any questions on this side ¢ 

Mr. Jenkins will inquire. 

Mr. Jenkins. I want to ask one question. On page 7 of your 
statement, you say: 

It will give us time to get control of the budget. 

You say: 

It will help in the maintaining of a sound dollar. It will make it possible 
for tax reductions and revisions affecting every one to take place at the same 
time next year. 

Do you really think that just a continuation of this excess-profits 
tax bill will do all of those things? 

Secretary Humrurey. Mr. Jer nkins, I did not say it would do them 
all. I said it would help in all, and the billion dollars that this will 
save will be a very great help in ail of those things; yes, sir. It does 
not do it alone, but it helps very materially in each one of those ac- 
complishments. 

Mr. Jenkins. I got the impression that you meant that the continua- 
tion of this law would adjust the financial standing so that you could 
balance the budget better. But, as 1 understand you now, you mean 
this: If this bill will bring in $800 million, it will be to that extent 
only that it will balance the budget ¢ 

Secretary Humprurey. I think to both extents, Mr. Jenkins. I 
think it brings in in round figures nearly a billion dollars in money, 
and I think it shows a fair way of dealing with taxpayers. It does 
not single out a small group for early treatment ahead of the rest of 
the group. It puts all taxpayers into the same basis, and it shows 
a determination of the administration to move forward. I think, if 
the administration has the courage to come in here and ask you gen- 
tlemen to extend this tax, it is the firmest good-faith showing that we 
are determined to balance this budget and to accomplish sound 
economy. 

Mr. Jenxrys. I thought from that paragraph that you were convey- 
ing the impression that besides the $800. million it would give you 
some encouragement or give you some chance to balance the budget 
in addition to that. 

Secretary Humenrey. As I just said, I think that the fact that we 
will do that is a most complete demonstration, forceful demonstration, 
that we could make of our determination to balance this budget and 
to establish a sound economy and stop inflation. 

Mr. JENKINS. That is all, Mr. Chairman. 

The Cuatrman. Mr. Cooper will inquire. 

Mr. Coorrr. Mr. Chairman. 

Mr. Secretary, I would like to ask a few questions for information. 
It is not my intention to indicate my position at this time. I believe 
you will agree that the purpose of public hearings is to secure infor- 
mation for the benefit of the committee. 

Secretary Humrurey. That is right. 
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Mr. Coorer. What de you think of providing a new general relief 
section similar to section 722 of the World War II excess-profits tax 
law ¢ 

Secretary Humrnrey. Mr. Cooper, I am opposed to any amend- 
ments for this short period of time. I think that, if you were to put 
in an amendment such as the 722 amendment, you might very well 
open up a mass of cases that might take more income or a large part 
of the total income that the tax would provide during this period, and 
that the very purpose of taking this step would be defeated. More 
than that, I think, if amendments are once started, you can’t make 
a good tax out of it no matter what you put in; you cannot make a 
good tax out of it. 

I think it woul be a great mistake to attempt to patch it up for a 
6-month period when you are simply finishing up what is the logical 
period for this tax to cover and to then close it up. 

Mr. Coorrr. I believe it is fair to state that the present excess- 
profits-tax law includes more relief provisions than were ever included 
in any excess-profits-tax law in the past. 

Secretary Humrurey. I think that is true. 

Mr. Cooper. If there should be a disposition to extend the excess- 
profits tax, and at the same time include a number of additional relief 
provisions, my purpose in asking the previous question was to get your 
advice to the committee as to whether it would be better to not include 
a number of additional relief provisions, but if it was thought advis- 
able that some relief should be provided that the provision of section 
722, which in effect confers discretionary authority on the Commis- 
sioner to provide certain types of relief when they are found necessary, 
whether that course would be better than to attempt to include a num- 
ber of additional relief provisions in the act itself. 

Secretary Humrnery. Mr. Cooper, I would be very strongly op- 
posed to any amendment of any kind. I do not think it should be 
amended at all. I think that you have this tax in force for what is 
really an improper length of time. You have a eee, tax, 
which for some reason that is not before us now, was cut off on July 
1. All that means is that that tax is in effect tollay for the entire 12 
months but you cut the rate in half by making it a July tax-expiration 
date instead of a December 31. What we are asking for and what I 
think is the right thing for the country to have, is to have the full rate 
for the full year on the tax that now exists and that by so doing you 
will not be starting out giving relief to a small group of taxpayers 
6 months ahead of the time when you give relief to all the t taxpayers. 
I think all the taxpayers are entitled to consideration at the same time, 
and I do not think you should pick out a favored few and give them 
a particular advantage. 

Mr. Coorrr. That 1s certainly a very clear statement of your posi- 
tion, Mr. Secretary. 

In that connection, I invite your attention to a statement made by 
you on page 3 of your pre pared statement. It is the Jast sentence in 
the fourth paragraph there. I quote: 


In the present situation it does not seem fair to let the first reduction benefit 
only a relative small group of corporations at least 6 months ahead of any reltef 
for any other taxpayer. 
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When I heard you read that sentence I was just reminded of 
statement in a press release made by me on February 16, 1953, when 
H. R. 1 was favorably re ported by this committee. If I interpret the 
thing co rrectly, I feel comp ‘limented that your statement 1s very simi 


lar to the statement I made at that time. I will quote Trom this state 
ment I made at that time. I will quote from this statement that I 
issued on February 16, 1955 

Chairman Reed has given assurance that the emergency excess-profits tax 
will not be renewed upon its expiration June 30. Obviously, it would be unfai: 
to continue beyond that date the present income-tax increases imposed in 1001 
Che Democrats oppose any policy that would beneut big business at the expenst 
of the average taxpayer, many of them in the lower income bracket 


I endeavored to point out at that time that I thought it would be 
unfair to extend that nature of relief for a certain group of taxpayers 
and not at the same time give some measure of relief to individual tax 
payer , many of them in the lower income brackets. So when you 

e the word “fair” here, it impressed me that we were Uinking some 
W sl along the same line. 

Secretary Humpurey. I think my feeling, gentleme n, about this is 
just this: When I first came down here early in the spring, last fall 
and early in the spring, I hoped that we could be back of House bill 
No. 1. Nothing could have been better from my point of view tha 

have been able to come into this meeting today and say to the 
chairman, “Mr. Chairman, the administration is 100 percent behind 
your bill No. 2 

That would have been a happy conclusion, it would have been a fine 
conclusion for everyone, and if the facts had justified it I think that 
everybody would have been pleased. The difficulty with it is just 
this: As we met, and you gentlemen will recall as we met from time to 
time during this early spring, I took the position that the administra 
tion could make no commitments until it first learned the facts, that 
what our desires might be was one thing but that until we found out 
what the facts were we could not commit ourselves, we had to find out 
what cuts could be made, how nearly we could come to balancing the 
budget, and what expenditures we had to provide income for. As 
those facts developed, we got farther and farther from this desire to 
join in in support of House bill No. 1. We found that we simply 
could not make the cuts in the e xpenditures that were required to bal- 
ance the budget or to see our way clear toward a balancing of the 
budget at this time, and take on an additional large reduction in in- 
come. As those facts came together, we found that the de ‘lay in cut- 
ting security, military and other expenses, that we could not cut, make 
cuts in the security program of a sufficient amount to eliminate this 
$11 billion deficit that was proposed by the preceding budget. Eleven 
billion dollars was just too much to be cut in so short a time without 
taking some chance in affecting security. We did not feel justified 
in taking a chance when it came to the security of your country. When 
it comes to just cutting expenditures of a department, I think we could 
swing a broad ax and cut it to any extent that was desired, and would 
not hesitate for a moment to do so, I have had to eut expenses in 
business a number of times, and I have not hesitated to cut expenses 
to do what was required to cut them and bring them down. 
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You have to get them down before you can start out on a sound 
basis. As that relates to governmental ‘departme nts, just as it relates 
to any of the ordinary civilian activities, there was no reason why 
we could not take a chance and just slash them down. If we slashed 
them down too far nobody would be particularly hurt. We could 
build them back again in a comparatively short time if we found we 
were not rendering the service required. But hem you deal with 
cutting the security of your country, when you are aware, as you all 
must be, and a lot of you know a lot about this, th: it you can have a 
Pearl Harbor in America, that we have overhanging us a war in Korea 
that is now going on, that you have a threat that no country has even 
faced before in the hi story of the world, never has the chance for 
annihilation of as great number of people at one fell swoop existed in 
the history of the world as exists today. 

When you face that condition, you cannot take a chance in just 
slashing billions of dollars off a program that has been already devised 
and is under way, too many billions of dollars. You have to be very 
sure of what you are doing when you make those cuts. As time went 
on we gave more and more careful thought as to what could be done, 
how much the budget could be cut, and we came up with this program 
which I believe is the proper program to be adopted at this time. ‘That 
cuts our budget $414 billion. That leaves us with a deficit of $6,600 
million. To pass House bill No. 1 would add over $2 billion to that 
deficit. 

I do not believe that your committee or any other committee under 
the circumstances that we now find existing wants to run up that 
deficit to that extent, and put us right back on to the inflationary 
merry-go-round, which is where we would be. 

On the other hand, as against putting our deficit up from $6.6 bil- 
lion to about $8 billion, which House bill No. 1 would do, if we ex- 
tend the excess-profits tax we reduce the deficit from $6.6 billion to 
$5.6 billion. In other words, the difference between the two courses 
of procedure is a deficit of nearly $9 billion as compared with a deficit 
of about $5.5 billion. That is a big difference in your deficits. With 
a $51% billion deficit, with hard work and more knowledge, and more 
study and more planning, and more efficiency and better manage- 
ment, we have a good chance to keep reducing that $514 billion down. 
If our world situation does not worsen, if we do not run into worse 
war threats than we are facing today, we have a very good chance, 
by 14 months from now, to get ‘that deficit suffic iently reduced so that 

are on - even-steven basis by the time we get to the end of the fiscal 
sata of 19 

Of course S ssibllians could happen in Russia tomorrow that could 
upset everybody’s calculations. But you cannot plan on that. You 
have to plan on a status quo with respect to world affairs. World 
affairs can be upset, and when and if they are upset then we will all 
have to make new plans on a lot of fronts, not only on this one. 

So with a $5.5 billion deficit, we have a very good chance to begin 
to get ourselves into balance and to look forward and to justify 
giving the individual tax reduction on January 1, when it is sched- 
uled to come in. Unless we had made the s savings we have made, 
and unless we can make further savings in expenditures and see our 
way clear to bringing income and outgo into balance, not too far ahead 
of us, a tax cut to the individual on January 1 is just a paper cut. 
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It cannot be put in. But by getting this ‘extra billion dollars in, by 
making further reductions on top ef the reductions we have already 
made, we have a very good sound reason for giving an individual tax 
cut next January 1. 

We are justifying, we are making a reality out of something that 
was simply a paper hope before. And that becomes a reality as these 
cuts become effective. I do not believe that you gentlemen want to 
favor one group of taxpayers, and a very small group, and a profitable 
group, and mostly composed of the biggest or of the largest compa- 
nies; large, profitable companies in this country. I do not believe you 
gentlemen want to pick that group out and favor that group by remov- 
ing an inequity, and it is an inequity. Do not make any mistake about 
it, the excess-profits tax is an inequity. It is an iniquity as well as an 
inequity. 

I do not think you gentlemen want to pick out that little group and 
favor them 6 months ahead of the time when you favor the people 
of America which, by hard work, effort, and reduction of expenses, I 
think we will be in a position to favor, and we recommend we will be 
in a position to favor by the time January 1 gets here. I think the 
facts have squeezed us into a position where we would have liked 
to have favored House bill No. 1, but the facts have made it impossible 
forustodoso. I believe the facts are such that there are no conclusions 
that you can reach that has a vestige of fairness in it that does not 
force the extension of the excess-profits tax and the relief to the tax- 
payers all at the same time. 

Mr. Cooper. Mr. Secretary, that was what I tried to point out in 
that statement that I made, as to the fairness of it. 

Secretary Humpnrey. I was not able to do it quite as quickly and as 

effectively as you were. 

Mr. Cooper. I certainly feel complimented that we are in agreement 
on the very important element of fairness. I am sure that we can 
readily agree, Mr. Secretary, that the world situation is very disturbing. 

Secretary Humrenrey. That is right. 

Mr. Coorer. And it is very uncertain, as you point out. There are 
signals appearing all the time that rather indicate that the situation 
might get worse rather than get better. 

In view of that situation, I was a little concerned about your very 
emphatic statement, and to quote one of the remarks made by you, 
“T would not advocate its extension for more than a matter of months.” 
You rather emphasized that you would not under any conditions rec- 
ommend an extension of this excess-profits tax beyond the period here 
recommended by you. 

Secretary Humpnrey. That is exactly right. We not only will not 
recommend it, we will come here and oppose it. 

Mr. Coorrr. That is the reason I was just a little concerned about 
your being so emphatic on that point, when it is so difficult for any 
of us to tel! what may be ahead of us 6 months or a year from now so 
far as the world situation is concerned. 

Secretary Humpurey. If we have to have more money, if the world 
situation is bad, and we have to have more money, if we get into om 
mobilization or into more difficulties, I think we can have a better, 
fairer tax, than the excess-profits tax that will raise the necessary 
money that we have to have. I think that the accomplishments that 
the excess-profits tax attempts to make, to take the profits out of war 
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contracts, can much better be done by renegotiation and more fairly 
be done by renegotiation of the war contracts than it can be done by 
an eXCeSS pro fits tax levy. 

Mr. Coorrr. I am sure you are aware of the fact that when we con 
sider in this committee an excess-profits tax, then those affected by 
such a tax, in the main, come along and tell us “Now, don’t put this 
excess profits tax on, but meet the situation by renegotiation.” Then 
when we consider a bill for renegotiation of war contracts, the same 
group comes along and says “Now, don’t approach this by renegotia- 
tion. The way to do it is through the excess-profits tex...” 

That is the experience we have had here throughout the years. In 
other words, they whipsaw us back and forth. Whichever one we are 
col sidering, undoubted] the other one would be better. And then 
when we consider that, undoubtedly the other one would then be better. 
But it is your view now that the problem could better be approached 
througha proper renegot iation of war contracts act / 

Secretary Humrnrey. That is right, Mr. Cooper. And I think we 
can devise and with the assistance and the help of your staff and your 
committee, and all the wisdom that you gentlemen have with respect 
to taxation, I think we can, if the time comes, when more money has to 
be raised, because we need a full mobilization, and I do not think we 
should raise more money without full mobilization, if that time comes, 
I think your committee can assist us in working out a tax that will be 

fairer tax, a better tax, and raise the necessary funds. 

Mr. Coorer. Do you have in mind any other type or form of tax 
that would take the place of the excess-profits tax ¢ 

Secretary Humrurey. No. I think we will cross that bridge when 
we get to it. We have problems enough for the moment without 
looking for more trouble. 

Mr. Coorrer. I was encouraged to ask that question because you 
seemed to be so certain and definite that you will not, under any con- 
ditions, recommend another excess-profits tax. I was wondering if 
you found that if we did have to have more money, whether you had 
in mind now any other type or form of tax to recommend to take 
the place of the revenue provided by that. 

Secretary Humpurey. We are not prepared to make a recommenda- 
tion on that subject at this time. 

fac Coorrr. I am sure, Mr. Secretary, you have read in the press 

s I have, and the public generally has read, that there has been 
some talk recently about the possibility of the administration recom- 
mending a general sales tax. What do you think is the likelihood 
that the administration will recommend such tax 

Secretary Humpurey. I cannot tell you a thing about it, except 
this: We are studying in collaboration with you gentlemen and with 
your staffs, every sort of tax that we can study. We are getting all 
the facts with respect to them. This entire discussion about a sales 
tax arose from the fact that somebody asked me if we were studying 
a sales tax or if we would and I said that no tax was being barred; we 
were studying every kind of tax. 

Again I would like to say, as I said to you gentlemen last spring 
— we were talking about the position with respect to tax bill 
No. 1. I do not want to take any position with respect to what kind 
of baat we will recommend to you or what the outcome will be until 
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we get the facts, until we get the studies completed, and until we 
can look over the whole picture with real information before us and 
then I think we will be able to come to a joint agreement with you on 
what is the best sort of a procedure to have. 

Mr. Coorrr. So there is nothing definite in the picture on that at 
this time ? 

Secretary Humrnrey. Nothing but study going on. 

Mr. Coorrer. Then, Mr. Secretary, I would like to ask you one more 
question, if I may, please, about the excess-profits tax. 

I am sure you will recall that in 1945, Secretary of the Treasury 
Vinson recommended that the excess-profits tax be terminated in 
the face of a tremendous deficit which turned out to be about $19 
billion. As I understand, President Eisenhower in his message recog- 
nized that the excess-profits tax is a very unfair tax, and that you t: ake 
that position here now. In light of the fact that it is estimated that 
a 6-month extension without amendment would bring in about 800 
million, do you think that this additional revenue would be justified 
for the continuation of an admittedly unfair and inequitable tax? 

Secretary Humpurey. I think, as I told Mr. Jenkins, that it is 
justified both for the collection of the money and for the fairness in 
handling the entire present tax situation. 

Mr. Cooper. Then as I understand your position here, Mr. Secre- 
tary, it is your considered judgment as the chief fiscal officer of the 
Government that the extension of the exc ess-profits tax for the 6 
months, as recommended by you, and the reduction of the increases 
made in the individual income tax should not take effect before next 
January, and that the reduction of corporation taxes provided to 
take effect the Ist of next April, and the reduction of the increases in 
the excise taxes to take effect next April, that all of those taken to- 
gether should not be allowed to happen at this time? 

Secretary Humrurey. Except the individual income tax reduction. 

Mr. Coorrer. And that should be allowed ? 

Secretary Humpnrey. That should happen on January 1. That is 
my view. That is the administration policy after most careful study. 
The more we think about it, Mr. Cooper, the more it looks to us as 
though there just was not anything else you could possibly do and be 
fair with the people. 

Mr. Coorer. And it is your conviction that this course, as here rec- 
ommended by you, is essential for the best interests of the people of 
this country and especially recognizing the important question of 
national security ? 

Secretary Humenrey. That is correct. 

Mr. Curtis of Nebraska. Mr. Chairman? 

The Cuarman. Mr. Curtis will inquire. 

Mr. Curtis of Nebraska. Mr. Secretary, I noticed with much in- 
terest the agreement between you and the distinguished gentleman 
from Tennessee on the fairness as to not having the excess-profit tax 
die before personal-income taxes can be reduced. 

I think that is a fair proposition. I noticed how gracious you were 
in conceding to Mr. Cooper that he arrived at the answer a few 
months ahead of you. I think you are both in distinguished com- 
pany on that. But in all fairness to you, I think we would ask one 
more question : You did not have anything to do with fixing the present 
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law which caused the excess-profits tax to die before a personal-income 
tax would take effect, did ron 

Secretary Humpurey. I did not, Mr. Curtis. 

Mr. Curtis of Nebraska. Now, Mr. Secretary, seriously, the excess- 
profits tax is, in a sense, quite a misnomer, is it not ? 

Secretary Humrnrery. I think so. 

Mr. Curris of Nebraska. A great many citizens feel that in time 
of great sacrifice on the part of taxpayers, on the part of members of 
the Armed Forces and other people, unconscionable profits and what 
might be termed as the gouging should be taxed more than ordinary 
profits. That is the feeling in the country; is that not true? 

Secretary Humpnrey. I assume that it is. 

Mr. Curtis of Nebraska. Our trouble has been that we have never 
been able to write a vardstick that really did what ought to be done in 
determining excess, is that not right ? 

Secretary Humpurey. I think that is probably the difficulty. You 
have sought to accomplish a result which never turned out the way you 
thought it was going to work. 

Mr. Curtis of Nebraska. Yes. And there have been concerns with 
very high earnings rates that have not been particularly hurt by 
excess-profits tax, and there have been some struggling companies that 
got caught on the other side; is that not true? 

Secretary Humrnrey. The degree of harm—I think you can have 
great harm from this law, not only to struggling small companies, but 
to large companies. I think the whole incentive base of the law is 
wrong. I think it leads to some very bad practices in many respects. 

Mr. Curtis of Nebraska. er Mr. Secretary, you as the Secretary 
have a big responsibility in managing the fiscal affairs of the Govern- 
ment. With due regard for Mr. Dodge and the very fine people in 
the Bureau of the Budget, I want to say that I have always felt that 
the Bureau of the Budget belonged in the Treasury Department, that 

he Department that had to assume the responsibility of meeting the 
expenses of the Government, of maintaining the value of the dollar, 
of maintaining the value of the Government bonds, should not be 
without a brake or a level or a control of some kind over not only ex- 
penses after they are obligated, but in the creation of expenses. This 
is certainly no reflection on the fine people in the Bureau of the Budget, 
and I am not pressing for an answer but I think in the interest of 
orderly government that is one of the things that we are going to have 
to take into account. 

Now, Mr. Secretary, of the total amount of expenditures that must 
be met in a given year by the Federal Government, a great portion 
of those are what might be termed as fixed expenditures; is that not 
correct ? 

Secretary Humpnrey. A substantial part of the expenditures other 
than military are fixed or, if you please, fixed so far as laws are con- 
cerned, where Congress is the only one who can correct them. 

Mr. Curtis of Nebraska. And they are fixed in advance, too, are 
they not? 

Secretar y Humpnrey. By congressional action mostly, yes. 

Mr. Curtis of Nebraska. Yes, very definitely. For instance, our 
expenditures for the payment of interest is a matter that is fixed by 
the actions of Congress and executive decisions made over a longer 
period of time. 
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Secretary Humpnrey. And just by owing so much money that you 
have to pay for. 

Mr. Curtis of Nebraska. Yes. But what I mean, the various de- 
cisions that end up with a big national debt are something that 
back a considerable time; is that not right ? 

Secretary Humpnurey. That is correct. 

Mr. Curtis of Nebraska. Is that not true with respect to a great 
many of the Federal programs? 

For instance, I cite an example with no desire to single out any 
activity of the Government for criticism. The Federal Government is 
in the business of building hospitals. The Congress, 5, 6, or 7 years 
ago passed that act. Now if 2 or 3 years ago a group of cities decided 
to avail thems selves of it, and they procees d to discuss it in their com 
munity and then finally vote a bond issue, select a hospital onadl hire 
an architect, and then 2 or 3 years later apply for a Federal grant 
that has to flow out of the Treasury in fiscal 1954, it is a rather late 
date then for the Federal Government to effectively resist a reduction 
in such a program; is it not? 

Secretary Humrnrey. So far as we are concerned, that is a fixed 
expense, because it cannot be avoided, except by act of C ongress. 

Mr. Curtis of Nebraska. Yes. Now, what I said of hospitals—— 

Secretary Humpnuney. Is true of many other things. 

Mr. Curtis of Nebraska. Is true of the housing program. 

Secretary Humrurey. A number of other things. 

Mr. Curtis of Nebraska. And highways? 

Secretary Humrnrery. That is right. 

Mr. Curtis of Nebraska. And under the various projects that are 
authorized and started, even the actual construction runs over many 
years, is that not right? 

Secretary Humrurey. That is right. 

Mr. Curtis of Nebraska. And that is true of projects in foreign 
lands as well as domestically ? 

Secretary Humpnrey. That is correct. 

Mr. Curtis of Nebraska. And whatever the Government is called 
upon to pay in the way of supporting farm prices is not a decision 
made as of today, but it is an accumulation of a situation and attempt 
of the Government to create an economic situation where the price 
of farm products would bring a fair price in the market place, is that 
not correct ? 

Secretary Humpnrey. It is a drain on the Treasury that is a fixed 
drain, so far as the Treasury is concerned, because it is an act of Con- 
gress that establishes the payment. 

Mr. Curtis of Nebraska. Yes; but the drain on the Treasury is not 
due to a situation created in the current fiscal year. 

Secretary Humrnrey. That is right. It is created long before. 

Mr. Curtis of Nebraska. Now with respect to our veterans’ pro- 
grams and I certainly do not want to be in a position of criticizing 
any benefit that any veteran has received to which he was justly en- 
titled, there has been no decision made in calendar 1953 that would 
add or detract to the number of veterans that we have in the United 
States, is there? 

Secretary Humpurey. Not that I knowof. And that isa very large 
amount of money. 
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Mr. Curtis of Nebraska. And the cost of our veterans’ programs 
is based largely on the number of veterans. That certainly is a factor 
that was not determined by anyone in this calendar year. And toa 
considerable extent, the expenditures and activities in foreign affairs, 
the various programs that we have, is not due to decisions made in the 
last few months. Is that not correct ? 

Secretary Humrnrey. That is largely correct. I do not want to 
‘nterrupt your train of thought, but at the proper point I would like 
to say something. 

Mr. Curtis of Nebraska. Do so now. 

Secretary Humrurey. I thought you would be interested in this. 
There has been a lot of talk about cutting the MSA program suf- 
ficiently so they could put enough money back, or cut expenses enough 
so as to justify bill No.1. I thought you might be interested in just a 
little discussion of that subject. The MSA program this year contem- 
plates the expenditure, and I will not go into any det ail, this will be 
very short. The MSA this year contemplates the expenditure of 
about $614 billion. That is cash out in fiscal 1954. Of that amount, 
about $5 billion is for military procurement. In other words, it is the 
purchasing of military end items that are shipped abroad to arm and 
equip people abroad to fight for us in leu of sending American boys 
ove r there to do the same thing, to the same extent. In other words, 

$5 billion is military end items going over there out of the 6.5, roughly. 
Now, then, out of the billion and a half that remains, there is about 
1.1 billion or 2 billion that has to do with defense financing in 
Europe or the war in Indochina. About four-hundred-and-some- 
odd-million dollars has been granted to France to help to finance, to 
contribute to the financing of the war in Indochina which France is 
carrying forward, which is directly connected with defense. A num- 
ber of other items in that billion and a half are direct military pro- 
curement items, either offshore purchases, what they call offshore pur- 
chases, which means that you buy military end items in England, 
made in England, and give them to the Greeks, or you buy them in 
France and give them to the Turks, or however it may be. 

Another substantial item is where they buy like the Hunter Hawker 
planes, where we bought $100 million of planes that are being built 
in England and left in England for English boys to fly instead of 
sending American boys over to fly them. 

So out of your total of $6.5 billion, $5 billion is military and items 
going over there, and a substantial part of the billion and a half that 
remains are strictly defense items for the Indochina war or something 
of that kind. 

So when you get down to what you might call economic aid, the 
economic ad, the cash, that is going into economic aid, for the fiscal 
year 1954, is a relatively small — of money. 

Mr. Curtis of Nebraska. You are talking about the cash budget? 

Secretary Humrnrey. I am t: alking ‘about cash expenditures, The 
appropri tations for this, of course, were voted 2 2 or 3 years ago. 

Mr. Curtis of Nebraska. The money that has been obligated since 
Mr. Stassen took over, that will affect the cash budget not so much 
in fiscal 1954 as in the following years, is that not correct? 

Senator Humeurey. That is right. 
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Mr. Curvis of Nebraska. Do you know how much has been 
obligated ? 

Senator Humpurey. I cannot tell you. I do not know. 

Mr. Curtis of Nebraska. Those figures are not submitted to the 
Treasury ¢ 

Secretary Humpnrey. I have not the detail of the MSA budget. 
I just have these particular figures because 1 wanted to know just what 
the possibilities were of substantial cuts other than military cuts 
which could be made inthe MSA. The cut that could be made in MSA 
if you cut it all out except the directly connected military expend 
tures is a very small amount of money. 

Mr. Curtis of Nebraska. But even if something is classified as mili 
tary, you have to hunt quite a little bit to find somebody that can spend 
dollars running into billions, do you not ? 

Secretary Humpurey. It isa terribly hard job, Mr. Curtis, to spend 
a billion dollars and get your money’s worth. 

Mr. Curtis of Nebraska. Are there many businesses in the country 
that have an annual budget as much as $5 billion ¢ 

Secretary Humrurey. No, indeed. 

Mr. Curtis of Nebraska. So without a doubt, in handling such 
tremendous amounts, there is no one that can vouch for the wisdom 
of the way it is all handled, is there? 

Secretary Humpnrey. I think I said to you in some of our previous 
meetings, Mr. Curtis, that one of the hardest things there is in the 
world to do is to spend money, to spend a lot of money, to spend it 
rapidly, and to get your value for it. I said the other day that it is 
harder to spend money, a lot of money fast, and get value for it, than 
it is to make money. I said it for just this reason: That may sound 
peculiar, but if you will think about it a minute you will see why I say 
that. In a business—I am talking about business, not government, 
I have had a lot more experience in business than I have in govern- 
ment. You will find you get experience fast in government, how- 
ever—in business, to make money you go over a longer period of years, 
building up a company, building up an organization, building up 
people, having a fine organization that is all set and equipped and 
ready to work day after day in the business in which you are engaged 
for the purpose of turning out your product and selling it and dis- 
tributing it and making money. Th: at is the way you organize, and 
that is the way a successful business makes money, by having a fine 
organization all established. 

Now, something happens, and that particular business decides it 
wants to take on a great big expansion, and wants to spend a lot of 
money, and spend it fast. You haven’t got the organization for it. 
You are not equipped for it. You are not organized and all set to do 
it and do it intelligently and well. 

So I say to you that it is much harder to do that, to make that big 
expenditure, to go into that big expansion program, and get your 
money’s worth, than it is to just run your current business, because 
you are organized to run your current business, and you are not 
organized to spend a lot of money fast in an unusual development. 
If) you jump into an unusual development and go to spending a lot of 
money fast, before you get organized, before you build the organiza- 
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tion and get the right people in the right places to know what they 
are doing, and get a sequence of order in your materials, and get 
the whole thing ‘coordinated, you will just waste a lot of money and 
you will not get the results that you ought to get from the money that 
you spend. 

Mr. Curtis of Nebraska. Is that why it is contended that in some 
fields of Government activity you can get more on less money than 
you can get on more money 2 

Secretary Humpurey. Tt is my private opinion that the money ap- 
propriated to be spent and the time we stepped out to spend the 
amount of money we did, it could not have been spent efficiently by 
any group of men on the face of the earth, that you just tried to spend 
too much money too fast. You do not get results by spending money. 
You have to be organized and you have to have efficient management 
along with the spending of the money and well planned, or else you 
do not get results. You can spend the money but you do not get the 
results. 

Mr. Curtis of Nebraska. In some instances you can defeat the de- 
sired results by too much spending. 

Secretary Humpurey. Absolutely. The wasting of money will de- 
feat the getting of the results you want to have. You get to compet- 
ing with yourself. 

Mr. Corris of Nebraska. Whether it is at home or abroad, if there 
are wasteful and extravagant and unnecessary expenditures going on, 
it affects the confidence of the others whose confidence we need; is 
that not correct ? 

Secretary Humpnrey. Yes; and waste makes waste. It keeps get- 
ting worse. 

Mr. Curtis of Nebraska. Now of this $6.5 billion that will go out 
of the Treasury, in other words be in our cash budget for fiscal 1954, 
in the field of foreign affairs, how much of that is a fixed obligation 
from the standpoint that it is not due to decisions made in the last 
2 or 3 months? 

Secretary Humenrey. I think the detail of MSA you will have to 
get from someone else. I do not like to guess. I am not sure that a 
substantial part of that is on a program. 

Mr. Curtis of Nebraska. A substantial part of it? 

Secretary Humpurey. On a program. But I better not get into 
the detailed figures. I will stick to what I know. 

Mr. Curtis of Nebraska. The very existence of the lag between the 
congressional authorization act, the effectuating of the program, the 
appropriating of money, the letting of contracts, and the money flow- 
ing out of the Treasury, leads us to the conclusion that a substantial 
portion of it would have to be based upon decisions that the Congress 
or the Executive have made in times past, is that not correct ? 

Secretary Humpnurey. I will put it this way: The appropriations 
that were made by the Congress for that money that is being spent 
were made some time ago. They were not made in the recent few 
months. 

Mr. Curtis of Nebraska. Yes. And our friends on the Appropria- 
tions Committee, they say that the people come before them, the spend- 
ing bureaus and others, and say, “You have to give this because 2 
years ago it was authorized.” To pay all these taxes we have talked 








EXCESS PROFITS TAX ¥€XTENSION 19 


about is really going to call for a sacrfice on the part of the American 
taxpayer, is it not? 

Secretary Humpnurey. That is right. 

Mr. Curtis of Nebraska. Do you feel even though it amounts to 
small sums, that if taxpayers are called upon to sacrifice, that various 
Government agencies and bureaus should also be called upon? 

Secretary Homenney. I certainly do. I think the various Govern- 
ment bureaus and agencies, all of them, require much more tightening 
up than we have been able to make in this period of time. 

Mr. Curtis of Nebraska. And might that also not be said as to 
foreign governments depending upon us? 

Senator Humrnrey. Yes. I agree to that very definitely. 

Mr. Curtis of Nebraska. After all, in the payment of the taxes, 
the amount of money that comes in, depends upon the attitudes and 
the morale and the faith that the people have in their Government 
to a large extent, is that not right ? 

Secretary Humpnurey. That is right. 

Mr. Curtis of Nebraska. That affects whether or not they will go 
ahead and make money ? 

Secretary Humpnrey. That is right. 

Mr. Curtis of Nebraska. That affects to a degree, with a portion 
of our population, whether or not they will report the income after 
they make it? 

Secretary Humrnrey. That is right. 

Mr. Curtis of Nebraska. So waste or unnecessary spending, or un- 
wisely spending of necessary money, regardless of how small, is very 
detrimental to the country, is it not ? 

Secretary Humpnrry. It is a very detrimental thing. It is bad 
atmosphere to let be created. 

Mr. Curtis of Nebraska. Do you feel that if any of these automatic 
ne increases are canceled out by the Congress the sacrifice should not 
end there so far as the Government is concerned ? 

Secretary Humrurey. That is correct. I think that our battle 
against, I will not say improper, but I will say large, Government 
expenditures should continue with more force all the time. 

Mr. Curtis of Nebraska. As a matter of fact, the American people 
through the Congress and other elected representatives will have to 
answer the question whether or not they want certain activities and 
functions of the Government eliminated ; is that not correct ? 

Secretary Humenrey. That is right. 

Mr. Curtis of Nebraska. They will also have to answer the problem 
of whether or not they want certain functions now per formed by the 
Federal Government returned to the States or localities? 

Senator Humpurey. That is exactly right. 

Mr. Curtis of Nebraska. So much for philosophy. I now want to 
ask you a direct question. There are businesses that might face a 
situation sometime where a special tax could and would actually put 
them out of business; is that not correct? 

Secretary Humpnrery. Yes, I think that is so. 

Mr. Curtis of Nebraska. Taxes hurt all businesses, but a situation 
might arise where a particular tax the Congress has imposed means 
that a number of businesses close? 
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Secretary Humrurey. I think one of the most far-reaching de- 
cisions that was ever made by the Supreme Court of the United States 
vas the one that decided that the power to tax was the power to 
destroy. 

Mr. Curris of Nebraska. I am not going to particularize as to any 
tax, but I want to ask this question : If in this period of high taxes, a 
business or a class of business feels that a tax is actually closing them 
up so that they m: 4 no income, and they empwoy no people who pay 
payroll taxes, will their situation be ex: mined by the Treasury Depart- 
ment to ascertain your opinion on their tax problem? 

Secretary HH MPHREY. You mean before a new tax is proposed ? 

Mr. Curtis of Nebraska. No; I mean concerning the existing taxes. 
If a business or class of business is facing a situation where they feel 
2 specific tax now on the books is definitely closing their doors—I mean 
separate and apart from the general load of taxation, and if they are 
closed of course they make no income and they have no payroll—will 
their case be heard by the Tre: asury Department? I am not asking 
you whether you will grant them what they want, but will you go into 
it to determine in your opinion whether their conclusions are justified ? 

Secretary Hy mMpHREY. Yes, sir. One of the principal things that 
we have to study and that you people have to study, that we both have 
to study, is the effect of taxation on industry and to make sure that 
we have not passed the point of diminishing returns, which is a very 
easy thing todo. You may very well get taxes raised to a place where 
a much lower tax will collect more money than the higher tax, and 
thé " ean easily happen, and if industry is in the position that you speak 
of, then it is very evident that you have reached that point. 

Mr Curtis of Nebraska. If an industry is facing an excise tax that, 
according to their estimate of the facts and figures, is actually closing 
them up, as I understand it, you will examine their particular problem 
to see how your conclusion coincides with theirs? 

Secretary Humpnrey. That is exactly right and we will do it for 
this purpose, Mr. Curtis: We will do it for the purpose of coming to 
you gentlemen and recommending that something be done about it if 
we find a new tax is justified. When the new tax bill is prepared one 
of the things we and you ought to do with the new tax bill is to see 
that we are not so taxing industries that we have passed the point of 
diminishing returns wherein the tax is deceiv ing its own purpose. 

Mr. Curtis of Nebraska. I am thinking perhaps of situations and I 
shall not enumerate them here, whereby the very nature of things they 
should not wait for a general tax bill, in the first place because of the 
time element and in the second place because such a general tax revi- 
sion bill that overrevises is going to cause a consider: ible loss in revenue, 
is it not? 

Secretary Humpnrey. Mr. Curtis, you are talking about special 
action for one group of special things ata time. Iam afraid I cannot 
agree that we ought to go into a lot of special things, each one at a 
time. I fear there are so many groups, Mr. Curtis, i in this country, 
that these high taxes are hurting that, just as we are talking about 
with the excess profits tax, if you : pick out one small group and favor 
one small group you are doing an injustice to a lot “of other people 
because there are a lot of people under the various provisions of this 
tax bill. 
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I think, to just pick a fellow here, a fellow here, and a fellow there, 
and leave the rest of the people to suffer, is very unfair. I think the 
right way to do this thing is to finish out this year and to go through 
with the study that your chairman has already started and in which 
we are cooperating to try to get all. 

That is our ambition, to try to get all of the inequities straightened 
out for all the people at one time. 

Mr. Curris of Nebraska. Mr. Secretary, I think that is a position 
- which there is very much to be said and I have always adhered to 

, but I think that we are facing this grim reality and I just throw 
; out, not as a question, but as a suggestion. It has been my experi- 
ence on this committee that repeatedly conscientious people in the 
Treasury Department and on this committee and on our staff have 
attempted a revision of our laws. We get a lot of suggestions and 
they are all needed and meritorious, but when we add up it takes 
off a billion or two of revenue and we say, “This is a good idea, it 
ought to be done, but we will have to postpone it 6 months.” 

I just throw out the thought that maybe tax revision is too big 
an item to carry in one package and it may eventually have to be 
broken up into smaller packages, determined not on the claims of the 
people seeking the relief, but on the best study that could be had of 
who might have a priority. 

Secretary Humrurey. Mr. Curtis, there is an old adage that the 
wheel that squeaks the loudest is the one that gets the grease, and 
you have to be careful that you do not get into “that situation. 

Mr. Curtis of Nebraska. That is very true. It is not an easy thing, 
but I think we might go through a lot of wasted motion if we have 
a hope of doing too muc ch and putting too many things in one package 
because we decide it is good but we have to postpone it 6 months and 
we never get it done. 

I have one other question. What will be the dollar effect on the 

cash budget of the recommendation for the freezing of the social- 
security tax on the basis of the calendar year 1954? 

Secretary Humrurey. That means that there will be less cash 
brought into the funds which can be used to purchase Government 
bonds which the Treasury can sell to the funds, so that it actually 
will somewhat reduce the amount of cash that we will have available 
for the sale of those bonds to those funds. 

Mr. Curtis of Nebraska. In other words, what they refer to as the 
cash position of the Treasury will be affected ? 

Secretary Humrnrey. What it means is this: Instead of selling 
so many more bonds to a fund because there is more money if we 
have to sell that same number of bonds to the public. That is what 
it means. If you sell the same number of bonds, you will have the 
same amount of money in the till. 

It is a little easier to sell them to the funds. 

Mr. Curtis of Nebraska. I understood in the President’s message 
that he stated it affected the cash money. 

Secretary Humpnrey. It does because it is easier to sell the bonds 
to the funds than it is to the public. To that extent, you have less 
money coming in. It is just cash money for bonds no matter where 
it comes from. 
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Mr. Curris of Nebraska. There was nothing else attached to the 
statement in the President’s message ¢ 

Secretary Humrurey. That is right. 

Mr. Curtis of Nebraska. That is all. 

The Cuamman. Mr. Camp will inquire. 

Mr. Camp. Mr. Secretary, I followed with a great deal of interest 
your discussion here with those who have discussed the matter with 
you previously. I have one matter though which I would like to 
stress and that is your statement that you would not favor any amend- 
ment or change in the excess-profits tax even though you think it is 
an unjust and actually an inequitous tax. 

I have in mind the fact that we have many new businesses organized 
and entering the business field during or after the base period years. 
You have no section 722 in the excess-profits tax law whereby they 
may present their plea for justice or fairness. I have in mind several 
businesses that have suffered because this excess-profits tax has taken 
their entire earnings. 

I have the feeling that when taxes are as high as ‘they are now they 
should fall fairly and evenly on all people and all businesses and for 
us to carry forward as is an inequity 6 more months when we have 
the opportunity here to insert a section 722 or to amend it so as to 
provide some basis for a fair and normal base for the tax for these 
new corporations would not be quite fair at any time. I am disap- 
pointed that you do not feel that we could amend the excess- profits- 
tax law at this time, but you would carry forward these inequities and 
these injustices even for another 6-month period. 

Secretary Humrurey. Mr. Camp, I can answer you perhaps in two 
ways. First, when you say that it takes all their money I think you 
ought to check that because I just do not see how that can be. 

Mr. Camp. Let me stop you right there os show you how it can 
be. Here is a new business that began in, say, 1948 or 1949 and does 
not have any base period, you now den kg ‘then under this law to 
select the 3 best years out of 4 in the base period. 

Here is a new business that has no full base period, has perhaps 
less than a year, and you say they shall take the industry average 
and you find that that average for some man who is manufacturing, 
say a new product, is nil. His business has no average as such. 

I have in mind one where they figure the industry average is less 
than 9 percent, and now to let that little new company just beginning 
to make 9 percent and then take 70 percent of all above that is con- 
fiseatory and I have introduced bills here from time to time, to correct 
this inequity. 

I do not see how we could put the stamp of approval on continuing 
anything as unjust as that. We have many of those. I have 5 or 6 
in my own district. 

Secretary Humpurey. Again, let me say I think you ought to 
examine them. 

Mr. Camp. There ought to be somewhere they could go. 

Secretary Humpurey. I think there is some misinformation be- 
cause, in the first place, there is a special ceiling rate for those such 
companies that provides that the excess-profits tax can only range 
between 5 and 14 percent of their total tax. Then there is a provision 
here which provides for new corporations a constructive credit and a 
low rate of tax imposed for the first few years of their operation. 
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There are some provisions that should be applicable to those par- 
ticular cases. 

Mr. Camp. There are provisions that are applicable to a great many 
of them, but none that cover the whole field. There is no section 722 
that would cover the whole field. 

Secretary Humpurey. Suppose we get one of those cases and take 
a look at it, because I do not believe that section 722 is required. In 
fact, I think that section 722 here would practicaliy defeat your 
purpose. If you put in a section 722 and opened this thing up for 
the past several years, I think you would have a set. of claims in here 
that would more than exceed the total amount of tax you expect to 
collect and I think it would be a great mistake to put section 722 in. 

The industry that Mr. Curtis was talking about a few minutes ago 
is a Very seriously injuired industry. They rhave a perfectly good case 
and they have nothing to do with the exc ess-profits tax. It is an 
excise tax that is bothering them and they are in terrible shape. 

You were talking about people in terrible shape under the excess- 
profits tax and what I say is this: If you start out now and pick this 
fellow here who is in trouble, this fellow here who is in trouble, 
and that fellow there who is in trouble, you are going to be unfair 
to the rest of the people. 

If you are going to take them all, fine, let us take them all and get 
the whole job done and be fair to ever ybody. However, let us not pick 
out oneofthem. Let us not pick out your fellow or Mr. Curtis’ fellow 
and let the rest of them go. 

Mr. Camp. I would not want to do that either. 

Secretary Humpurey. I do not think it is practical at this session 
of Congress to cover all these people. I think if you are going to 
be fair to all the people and get the money in now which is going to 
permit a tax reduction to all of the people in January, we should work 
from now until the 1st of January and get a bill ready for you gentle- 
men next year. I think that is the fair and decent way to do it, by 
taking in ‘all the people, and nobody is going to be hurt too badly 
if you do it that way. At least, you will not pick out 1 little fellow 
or | big fellow and help him and let all the rest go. 

Mr. Camp. You will not have picked him out to help him, but you 
will have picked him out to ruin him, the way I see it. You havea 
law here that has gotten them between two wedges. 

Secretary HUMPHREY. Suppose you send the fellow over who has no 
income after tax and we will see what is the matter, because there is 
something wrong there. You tell him to come in and talk to us and we 
will try to help him to fix it up. 

Mr. Camp. That was all I had in mind. I was just disappointed 
that you do not recommend that we take care of some of these cases. 

Secretary Humreurey. Let him come over and have a chat with us 
and we will try to help him. 

The Cuarmman. Mr, Simpson will inquire. 

Mr. Sumpson. Mr. Secretary, you have done a good job in attempt- 
ing to disarm us. 

Secretary Humpurey. That is not the way to put it. I was just 
trying to present the facts. 

Mr. Srapson. You throw your cards on the table and it is difficult 
to differ with a man when he agrees with you as to the inequities and 
troubles with respect to the bill, and yet says that it is necessary to 
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continue a bad law under those circumstances. I am concerned about 
how I can ask a few questions. 

Perhaps I should take the same approach you do, that we have 
to have this bill no matter how bad it is because of other circumstances, 
but I cannot just clear my mind on that point without some questions. 

I was particularly impressed with this fact: That, I guess, 89 per- 
cent of the taxes are paid by corporations that have net incomes of over 
$250,000. I have learned on this committee, of course, that the size of 
the corporation does not necessarily mean that it should be penalized 
by an unjust tax, just because it is large, and I am sure you do not 
believe in that matter. 

Secretary HuMenrey. That is right. 

Mr. Simrson. I think what we are trying to do here in the final 
analysis is take back money from people who have contracts with the 
Government. In effect, they have been overpaid and we are trying to 
get it back through an excess-profits tax. I think the trouble, as I 
analyze these sheets I have in front of me, is that poor pricing and so 
on is pretty largely responsib le for this. 

If I may refer you to this paper placed before us from the Treasury 
Departinent Information Service, Press Release No. H-124, as I inter- 
pret that, it shows that the excess-profits tax has produced $1,385 mil- 
lion in 1950, and most all of that, according to my figures, comes from 
manufacturing, $1,070 million. 

Secretary Humrnrey. That is right, the big amount of excess- 
profits tax is paid by manufacturing companies. 

Mr. Stmpson. When I break that further down, it seems to me as 
though it substantially comes from chemical companies, for one. 

Secretary Humpnrey. A fifth of all the money is paid by automo- 
bile companies. 

Mr. Simpson. Motor vehicles, electrical, allied products, and so on. 

Secretary Humpnrey. A fifth of the total dollars comes from auto- 
mobile companies, a large part of that from 2 or 3. 

Mr. Simpson. Do I understand that those companies do not object 
to continuing the tax? 

Secretezy Humrurey. I have not asked them. I do not know. 
However, I will say this, Mr. Simpson: I have personally talked to 
a number of businessmen, good businessmen and patriotic business- 
men, who are paying the excess-profits tax. Their companies are 
paying it. Some of them are going to come here and testify. There 
is one who is a friend of mine, who is one of the largest stockholders 
in his own company and his own company is paying an excess-profits 
tax and he has told me that he welcomes the chance to come and tell 
you that he believes the excess-profits tax should be continued. 

Mr. Simpson. Indefinitely, or just 6 months? 

Secretary Humpurey. No, just 6 months, because he believe that 
what it will accomplish or what it will permit us to accomplish is 
worth what it costs. 

Mr. Stmpson. Of course, I do not know the gentleman, but he is 
passing the cost on. He continues his dividends and he is passing 
the cost on to the public, either the individual who buys his product 
or the Government that buys it. 

Secretary Humpurey. That is true of everything. 
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Mr. Simpson. Certainly, but he has established that and if any sub- 
stantial amount of high purchases comes from the Government and 
if the pricing were done better, he would not have those excess profits, 

Secretary Humpurey. It happens I think that he is not a big Gov- 
ernment supplier, but in those cases, Mr. Simpson, for the most part, 
do you not think that renegotiation will take care of the large part 
of that? 

Mr. Simpson. I hope it would, but it does not seem to be or they 
would not be having the heavy excess-profits taxes. 

Secretary Humpnrey. It should take care of your Government 
contracts. Business outside of Government contracts, of course, 
would not be affected by renegotiation. 

Mr. Suupson. We all agree the consumer pays it anyway. 

Secretary Humpurey. That is right. 

Mr. Simpson. If we could have closer pricing though we could pay 
money on the cost of the goods and might not need this tax. What is 
your opinion about the extent to which the excess-profits tax is simply 
passed on to the Government in the cost of Government contracts ! 

Secretary Humpnrey. There is no other place for it to come from, 

Mr. Srmreson. Where they are doing Government work ? 

Secretary Humenrey. Where the whole income of the company is 
from Government contracts it has to come out of the Government price. 

Mr. Srpson. Is it not fair to conclude that if they have these excess 
profits based on these Government contracts our pric ing is too high? 
Are we not paying them too much for the goods ¢ 

Secretary Humpurey. I think that should be covered by renegotia- 
tion; yes. 

Mr. Simpson. However, you also want the excess-profits tax just as 
a safeguard ¢ 

Secretary Humenurey. That gets additional money, and I think we 
should get that additional money for the rest of this year. 

Mr. Srmrson. When you get back to that point, I cannot question 
your opinion on it. You stated earlier that since most companies are 
on a calendar year this would simply increase the cost by doubling 
the rate and the inequities would be continued; but ther. are, I am 
told, 130,000 or 140,000 corporations which are not on a calendar 
year basis. 

Secretary Humpnrey. It works the same way withthem. It would 
be just a different period that the law was in effect; that is all. How- 
ever, it works over a full year, no matter whether you work on a cal- 
endar year or not. The tax is computed on a full 12 months. Then 
it is reduced to the number of months the law is in effect during that 
period. 

Mr. Stmpson. However, a corporation whose fiscal year ends in May 
1953 jumps to 17.5 percent. 

Secretary Humenrey. For a month or 2 months. 

Mr. Simpson. Under this, he will be in for 7 months. 

Secretary Humpnrey. That is right. 

Mr. Simpson. He goes to 1714 percent, then. 

Secretary Humpurey. That is right. 

Mr. Srupson. One whose fiscal year ends April 30, 1953, goes to 20 
percent. 

8507 
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Secretary Humpnrey. Yes. The rate goes up whether you are in 
for 1 month or whether you are in for 6 ‘months. The rate goes up 
to the full rate. When you say you extend the tax, that really is not 
what you do. What you really do is say everybody pays the full tax 
for the period in which they are in. 

Mr. Srvrson. On the matter of relief for these companies, are you 
inviting them to come down and tell you what they have been telling 
me for years, about how hard up they are on account of the excess- 
profits-tax position ¢ 

Secretary Humpnrey. I have heard a lot of that, and, in fact, I 
can be a pretty me advocate on that side myself. I do not believe 
in this tax, and I do not think it is a good tax. I do not think it 
ought to be continued except for this period for these reasons. 

Mr. Srurson. However, you do not want to relieve the ones that 
are suffering ¢ 

Secretary Humernrey. I do not want to start out relieving anybody 
ahead of the rest. I want to give everybody relief at the same time. 

Mr. Simpson. You would not like to except the complaints we are 
having from small companies by excepting them from the payment of 
the tax, even though, relatively speaking, 10 percent of the money is 
coming from them ? 

Secretary Humpnrey. If you start out relieving little groups, I 
think you will get into just the trouble we were t: king about before. 
You will be besieged by little groups, and there are many of them 
just as badly hurt, or more so, by some other tax other than the excess- 
profits tax, ‘and I do not see why you want to help out a fellow who 
is hurt by the excess-profits tax and not help out a fellow who is in 
the situation Mr. Curtis talked about. If you start doing them one 
at a time all over the place, you are going to be in a lot of trouble. 
You are going to badly injure our revenues. You are going to badly 
hurt our chance to get our expenditures under control and balance 
this budget, income and outgo, and come to the proper time when we 
can justifiably make reductions in taxes and eliminate a lot of inequi- 
ties to everybody concerned. 

Mr. Sruupson. That is all I have right now. 

The CHarrman. Mr. Secretary, could you return at 1 o’clock for 
further questioning ? 

Secretary Humpnrey. I have some people coming in this afternoon, 
gentlemen, but I will be here at 1 o’clock. 

The Cuarrman. Thank you very much. The committee will stand 
in recess until 1 o’clock. 

(Whereupon, at 11:50 a. m., the committee recessed, to reconvene 
at 1 p. m., same day.) 

AFTERNOON SESSION 


(The hearing was resumed at 1: 10 p. m.) 

The Cuarrman. The committee will come to order. 

Mr. Secretary, it is very kind of you to return. We will try not to 
keep you any longer than we can help. 

The first gentleman who wishes to ask you questions will be Mr. 
Kean, of New Jersey. 

Mr. Kean. Mr. Secretary, does your program call for action imme- 
diately on the other points of this program? For instance, it would 
seem to me that if we did not cancel the reduction in excise taxes we 
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were going to make, the uncertainty that businessmen would have if 
we waited until January or February, with these excise taxes expiring 
at the end of March, would be such that businessmen just would not 
know what to do, and they would hold back on doing business, and it 
would be a tremendously upsetting factor to business. And if these 
automatic drops are going to be canceled, I would think it probably 
should be done in a bill that we put out now. 

Secretary Humpurey. You are exactly right, Mr. Kean. That is 
why we proposed this package arrangement, that it all be done at one 
time. Because that clears the whole atmosphere, and that will let 
business go ahead. Otherwise, you may have people holding up. And 
you remember the last time it was under discussion, there was a long 
period there where there was a lot of monkey business, and where 
people hesitated and waited. 

Mr. Kean. Your recommendation is that all these packages be 
handled now ? 

Secretary Humpurey. ae is correct. This should be a one-pack- 
age transaction which clears the atmosphere, and then you can go 
forward with one single bill next year. 

Mr. Coorgr. Will the gentleman yield? 

Mr. Kean. Yes. 

Mr. Coorer. Just to clear one point, Mr. Secretary, I understood you 
to very definitely say that the present expiration date in the law, as 
to individual income tax, should not be disturbed ? 

Secretary Humpurey. That is correct. 

Mr. Coorer. But the other existing expiration dates should be 
treated as you here recommend ¢ 

Secretary Humenrey. That is correct. 

Mr. Kran. The two things, to make it clear, are the reduction in the 
corporation tax from 58 back to 47, is it ¢ 

Secretary Humpurey. That is right. 

Mr. Kean. And the excise-tax reductions? 

Secretary Humpurey. Yes. 

Mr. Kean. And though you feel we should reduce a great many 
excise taxes, to automatically just cover the ones that happened to be 
approved on that one date is not the wise thing to do. 

Senator Humrurey. That is exactly right. 

Mr. Kean. Now, would it be necessary at the same time to make this 
change in social security, in the package? 

Secretary Humpurey. Yes; I think that you should probably do it 
at the same time. 

Mr. Kran. That opens up the question of policy. 

Secretary Humpurey. It isn’t essential that it be done in the bill. 
That should be done before January 1. 

Mr. Kean. If we start doing this, prcbably we are going to end up 
with Government contributions to social security over the long run. 

Secretary Humpurey. You have some studies going on in that re- 
gard. You have a committee that is studying that phase of it very 
actively. And that is not tied into the same thing. 

Mr. Kean. I think it probably ought to be handled separately. 

There is one criticism which I might make of your statement. You 
state in your statement, talking about the fact that this tax is 30 per- 
cent, that the only thing you are doing is putting in a 30 percent tax 
instead of 15, and you say that in any case it would still be subject 
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through December to all of the peculiar damaging effects of the excess 
profits taxation on business judgment. 

I do not quite agree with that, because I feel that business judg- 
ment on a tax which is going to be 67 percent, and business judgment 
on a tax which might be 82 percent, are different things, and that the 
people who had planned to pay only 67 percent tax might not throw 
their money around and waste their money the way it has been shown 
has been done under the excess-profits tax of 82 percent. 

Secretary Humpnrey. I think I would have to accept your conclu- 
sion on that. I think that it is a matter of degree, and the higher the 
degree the worse it is. But it is still worse than the normal tax. So 
that you have it, in any event, but not to as marked a degree as you 
would have if it was twice as much. 

Mr. Kean. Thank you. 

The Cuarrman. Mr. Holmes wishes to ask a question, I believe. 

Mr. Hoimrs. I have no further questions, Mr. Chairman. They 
were answered in the testimony. 

The Cuamman. Mr. Byrnes? 

Mr. Byrnes. Mr. Secretary, as I understand it, your reason for ask- 
ing for the continuation of this excess-profits tax Is the fiscal situation 
today and the fiscal outlook, in which we find ourselves. 

Secretary Humpnrey. It is both things, Mr. Byrnes. It is both the 
money and the, if you please to so call it, atmosphere. It is the whole 
combination of a fair deal on the way you handle it. 

Mr. Byrnes. Do you think that picture is any worse today than it 
was back in December of 1950? 

Secretary Humpnrey. You mean the money ? 

Mr. Byrnes. This picture that you are painting. 

Is it worse today, or better today, than it was in December of 1950? 
That is the date upon which the House of Representatives and this 
committee passed this excess-profits tax. 

Secretary Humpnrey. Well, I am afraid, Mr. Byrnes, I was just 
an ordinary businessman then, and I wouldn’t have a bureaucrat’s 
knowledge of Te situation. I really don’t remember. 

Mr. Byrnes. Now, here is the difficulty that I find myself in, and 
that any number of members on this committee find themselves in 
today. 

Secretary Humrnery. I can see what it is. 

Mr. Byrnes. We voted against the excess- profits tax in December 
of 1950 

Secretary Humrnurey. Yes. 

Mr. Byrnes. How would you suggest we could rationalize our- 
selves out of that vote and jus stify our voting for it now ? 

Secretary Humrurey. I think you were right then, and you would 
be wrong today if you didn’t carry it on today. You would be just 
making two mistakes. And that, you know, so ‘often happens. When 
you make one mistake, you go on and mé ike another one. 

Mr. Byrnes. You mean the excess-profits tax basically was a right 
way to raise revenue? 

Secretary Humrnrey. No, I think you were right when you voted 
“no.” 

Mr. Byrnes. Back in December of 1950, in opposing the excess- 
profits tax, we were correct 2 





EXCESS PROFITS TAX EXTENSION 29 


Secretary Humrnrey. I think you were correct at that time when 
you voted against the excess-profits tax. I don’t think it is a good 
tax. I think you should have had a better tax than that to vote for 
at that time. But so long as you have now got it, and it is here, and 
you have got it, as Mr. Kean says, perhaps not to the full extent but 
at any rate you have got it on your hands, and so long as the only 
fair and decent thing you can do is to try to reduce everybody at the 
same time, I think you would make another mistake if you voted 
against it now. I think you should have it continued to its normal 
expir ation date now, to the right expiration - ate, so long as you have 
got it, even though you were opposed t in the beginning, and 
correctly op posed to it when you were. 

Mr. Byrnes. That is an interesting observation. 

Permit me to ask this. In surveying your monetary problems, and 
in coming to the conclusion, as I assume you did, that we had to kee p 
our revenue up, at least for this coming fiscal year, did you consider 
any other alternatives for raising or maintaining this revenue ‘ 

Secretary HuMPHREY. Yes, we considered several. The one that 
seemed to have the most votes, or at least the most people talking about 
it, was that you just raise the whole corpor: ite tax to offset this. Now, 
that seemed to me to be an extremely unfair thing to do. 

Mr. Byrnes. Why? 

Secretary Humrnrey. It seemed to me that what you were doing 
was penalizing a whole lot of corporations just to relieve a few for 
a short period of time. And I thought that that was not a fair way 
of approaching it. I thought it was far better, so long as you had 
this thing and you had all the ill effects of it anyhow, to just carry it 
through to a cutoff date and then cut it off at the right date. 

In other words, if this tax had gone through the calendar year to 
the end of the year, when all its effects would expire, then I would be 
strong for having it end then and never moving it a bit further, just 
as I am today. I think it just happens to come at a period where it 
leaves you in a hiatus, here, where all of the circumstances are such 
that it just is the wrong time. It is the wrong timing to have it 
happen. 

Mr. Byrnes. I have difficulty, Mr. Secretary, in following this 
analysis you continue to make about the fact that removal of this 
execss-profits tax will give relief to a few. I have been under the 
impression that the excess-profits tax was a penalty on the few, which 
I have often thought was a very bad way to tax. It is as if you pick 
out the redheads and say, “You have got to pay a tax, because there 
are less of you than there are of the general population.” I just 

cannot get. myself down to the point of believing that when we end 
something that i is terrifically discriminatory—and it is discriminatory, 
because it does affect so few 

Secretary Humpeurey. That is right. 

Mr. Byrnes. I cannot see that when we do that, we are giving the 
few an advantage to the disadvantage of the many. 

Secretary Humpurey. Well, now, just let me tell you. You are 
being discriminated against, and I am in agreement with you a hundred 
percent on that, by the excess-profits tax. Mr. Simpson is being dis- 
criminated against, and clearly perhaps even worse, by too high an 
excess-profits tax. Mr. Curtis is out of business, with the business he 
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was talking about, or so they claim, just being put out of business, by 
an excise tax. Now, which one are - going to help, and when? 
Shall we let you out first and hold Mr. Curtis? Or shall we say, “Now, 

boys, we will go to the date, and we will let you all off at the same time. 
We will collect all the mone y up to that date. It is wrong. It is dis- 
crimination. But you are in anyhow. The law is enacted, ‘and you are 
in, and under the terms of the law you are going to be subject toit. So 
we need the revenue, and by getting in this additional revenue up to 
that date, it is going to give us a big lift, and together with the reduc- 

tions we have already made, and the reductions we are going to make, 
with this additional revenue we are going to get, we are going to 
pick that date, cut it all off, and we are going to correct the inequities 
for both of you. 

Now, which is the fairest way to do? If we were going to fix up 
Mr. Curtis and leave you, you wouldn’t be very happy. You would say, 

“Why did you fix up Mr. Curtis and leave me?” You would be doing 
that with people all sical line here, and you would be fixing up one 
small group and le: = ‘ing a lot of other fellows along the line. 

Mr. Byrnes. Mr. Secretary, I am not going to defend the excise tax 
as a tax, and in fact I would agree that some of them certainly are 
very discriminatory, but I would say that in at least Mr. Curtis’ situa- 
tion everybody in a given industry is treated alike. You will not 
maintain, will you, that the excess-profits tax falls on everybody, even 
in a given industry, alike? 

Secretary Humpurey. No; it just falls on those that are making the 
most money. 

Mr. Byrnes. Now, wait. Is it not also true that under the excess- 
profits tax you can have situations where as far as net income is con- 
cerned you can have three businesses, and you could have any number, 
but at least you could have three, in the same industry, doing the same 
volume of business, with the same net income, and paying three differ- 
ent excess-profits taxes, one company, “A,” paying a high one, ¢ ompany 
“B” paying a low one, and company “C” paying none whatsoever ? 

Secretary Humpurey. | think that is right. lam not going to start 
to defend the e xcess- profits tax. 

Mr. Byrnes. It does not depend on who makes the most money, does 
it, except asa group? They have all got to be making money. But 
they pay differently. 

So the excess-profits tax is not based on how much profits you are 
making today. It is based on how much you are making today as 
compared with what you made in the base period. 

Secretary Humpnurey. But unless you are making a good deal of 
profit, you are not involved at all. One fellow may be involved more 
than another, but you do not get in at all unless you are making a good 
deal - profit. 

Mr. Byrnes. Do you not agree that some people could be making a 
pretty big profit and still not pay excess-profits tax at all; assuming 
that they made a good deal of profit in 1946 to 1949 ¢ 

Secretary Humpurey. Well, if they have a big base, there is some 
reason for the big base. And again I say I do not want to get into 
an attitude of trying to defend the tax, because I can’t defend it. But 
I think it is pretty hard for me to conceive of a case where anybody 
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could be involved with the excess-profits tax unless they were making 
a pretty good profit. 

Mr. Byrnes. Now, in your statement, Mr. Secretary, at the bottom 
of page 5 and also at the top of page 6, you discuss the number, the 
small number, apparently, of corporations that pay the excess-profits 
tax, and then the burden of the tax on the top of page 6. You call 
attention to the fact that only 11 percent of the total excess-profits 
tax comes from companies with incomes below $250,000. Is it not 
also true that that is somewhat comparable to the percentage distri- 
bution under the normal and the surtax ? 

Secretary Humrnrey. I don’t think I know just what you mean, 
Mr. Byrnes. 

Mr. Byrnes. You are taking the percentage distribution here of 
the weight of the excess-profits tax as between corporations of under 
$250,000 net income and those over $250,000, as I understand it. 

Secretary Humenrey. That is right. 

Mr. Byrnes. You say 11 percent only of those under $250,000 pay 
the excess-profits tax ? 

Secretary Humpnrey. That is right. 

Mr. Byrnes. Only 11 percent of the excess-profits tax is paid by 
them. Put it that way. 

Secretary Humpnrey. Yes. That is right. 11 percent of the 
money comes from companies, and about 12 percent, which is almost 
the same percentage, of the companies, pay the excess-profits tax. 

Mr. Byrnes. As far as the figure of 11 percent, which represents 
the amount of the money that comes from those under $250,000, Is 
that not pretty close to the percentage distribution of the money that 
comes in from the normal and surtax on corporations ¢ 

Secretary Humpnurey. | imagine it wouldn't be far from that, prob- 
ably a little less. 

Mr. Byrnes. Perhaps 15 percent. 

Secretary Humpnurey. It is a little less. Of course, the difference 
between 11 percent and 15 percent, though, is quite a percentage be- 
tween those two. In other words, 11 percent is about two-thirds of 
15 percent. 

Mr. Byrnes. But when you are considering it in terms of the hun- 
dred percent of the total revenue that comes in, they do come fairly 
close ¢ 

Secretary Houmpenrey. That is right. 

Mr. Byrnes. So the distribution of the excess-profits tax dollar- 
wise, falling on the big corporations, as against not falling quite so 
heavily on the small, doesn’t make the excess-profits tax any better 
or any worse than the normal and surtax on corporations, does it ? 

Secretary Humpnurey. I think the way to say it is this, that about 
15 percent of the money that is received in income tax comes from 
small companies of that size, and about two-thirds of them pay the 
excess-profits tax. 

Mr. Byrnes. All right. Now, I wonder if you could furnish me 
with the number of corporations with incomes under $250,000 that 
are paying the excess-profits tax, using the same base period, namely, 
the 1950 returns, that you used in your example ? 

Secretary Humpurey. We ought to come pretty close, I think. You 
have got one of those pamphlets there, have you not ¢ 
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Mr. Byrnes. Yes, but that does not give the number of corporations 
paying an excess-profits tax. 

Secretary Humpurey. We will see what we can find and see if we 
cannot get you that, or approximate it pretty close. 

(The following information was supplied in response to the request 
of Mr. Byrnes:) 

Of the 50,200 corporations paying excess-profits tax on 1950 returns, 9,433 had 
incomes of over $250,000. These paid an excess-profits tax of $1,234 million. 
This represented 89.1 percent of the total excess-protits tax for the year. Another 
40,767 corporations with incomes of less than $250,000 also paid excess-profits 
tax amounting to $151 million. This represented 10.9 percent of the total tax. 

Thus, of the companies paying excess-profits tax, 19 percent of companies paid 
89 percent of the tax, and 81 percent of the companies paid 11 percent of the tax. 

A total of 408,076 corporations had incomes of less than $250,000. The 40,767 
paying excess-profits tax were approXimately 10 percent of this total. 

Mr. Byrnes. It certainly is not a hundred percent, though, is it? 

Secretary Humpnrey. A hundred percent of what? 

Mr. Byrnes. Of corporations under $250,000, who are paying an 
excess-profits tax. 

Secretary Humpurey. Oh,no. I would say probably, just from the 
figures we were talking about just now, my guess would be that it 
would be two-thirds of them. You see, 15 percent of the companies 
under two fifty pay income taxes, and only 12 percent excess-profits 
taxes. That would mean about two-thirds of the smaller companies 
would pay excess-profits taxes, as against two-thirds of the money. 
That would be two-thirds of the money. 

Mr. Byrnes. It is the money I am concerned with now. 

Secretary Humpurey. How many companies are involved in paying 
two-thirds of the money? If it were relative, I should think it would 
be the same. I should think it would be a comparatively few com- 
panies that would pay more of the tax. 

Mr. Byrnes. That is what I would assume, and I think that is im- 
portant for the discussion. Because, to me, Mr. Secretary, that 
points out even more the basic discrimination of this tax. 

Secretary HumPurey. Well, we will see if we cannot get you some 
information about it. 

Mr. Byrnes. I am wondering: Is that what you define as small 
business, something under $250,000 ? 

Secretary Humrurey. No, we had to have something, and we just 
picked that figure out of thin air. Somebody might think it was too 
small, and somebody might think it was entirely too much. 

Mr. Byrnes. When we were considering this tax of 1950, our atten- 
tion was called to the point that many corporations were on a fiscal 
year, and therefore it might be advisable to make the tax retroactive 
to June 30. Now we find that the same reason is used to extend the 
tax for an es 6 months, because there are many corporations 
on a calendar year basis. I am wondering when we are going to 
get an agreement as to where we are in that kind of a situation. 

Secretary Humpnrey. Well, the nice way to settle that one is to 
extend it to December 31 and then get through with it. 

I think we had better supply you with this data later, because there 
is no use in guessing at it. 

Mr. Byrnes. I would like to have it as part of our discussion in 
today’s proceeding, if we can get it. 
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Secretary Humpnurey. We will try to supply that to you. 

The Cuarmman. Mr. Mills will inquire. 

Mr. Muas. Mr. Secretary, you made such an outstanding advocate 
of this proposition that you almost persuaded me to believe that I was 
right when I voted for it the first time we had it up, in December of 
1950. And then I am a little nonplussed when you tell Mr. Byrnes, 
who voted against it, that he was right at that time. Now Iam ina 
dilemma myself. Will you help me out of it? I voted for it to begin 
with and I am now faced with the question of whether I shall vote to 
continue it or not. 

Secretary Humpurey. Well, I don’t want you to make two mis- 
takes, either. 

Mr. Mitis. Now, you have helped me on that point. 

At the time we passed the act, in December of 1950, some of us 
were thinking more in terms of the merits of the legislation itself, 
and not thinking entirely in terms of the revenue to be derived, be- 
cause we were aware of what the previous Secretaries of the Treasury 
had said regarding this measure as a revenue-raising measure. They 
did not look upon it favorably as a revenue-raising measure. So we 
were thinking of it in other terms. 

Personally, I was thinking of it more in terms of a control. We 
were at that time engaged, as you know, in deciding whether we should 
have controls on wages and salaries, whether we should have controls 
on prices, and whether we should continue controls on rents. Now, if 
those elements were to be controlled, it was my thought that perhaps 
there should be a control on profits at the same time; that we could 
not justify controls on wages and prices without controls on profits. 

We find the situation today where the administration has done what 
I think is a good job in discontinuing controls - wages and prices, 
and recommending that rent controls generally be discontinued on 
July 31. Atthe same time you recommend that this element of control 
on profits be continued. 

Now, how can those of us who consider it in the light of a control 
rationalize a continuation of this particular control 

Secretary Humpnrey. Well, I think the reasons get right back to 
the same ones, Mr. Mills, that we have had before. It is just a matter 
of timing, as to when you let these things go. I think in letting off 
the other controls, we were extremely careful in trying to work them 
out to have them come along in such a way that we were as equitable 
as possible in letting them get off, so that we didn’t run into having one 
group controlled and another group not controlled, except for a very 
short transitional period. 

To illustrate your point, I think that here you have got, from a 
taxation point of view, inequities in your taxation which run into 
substantial amounts of money, that you are trying to even out, to have 
all stop as of a given time, and not work injustices. And I think that 
that feature of this thing is of far greater importance than this control 
feature you had in mind when you enacted it. That might have been a 
persuasive thing for you at that time. But I think that here you do 
much greater inequity by letting one group off ahead of other groups in 
the matter of timing than you would, to compare it with the removal 
of the controls that went off here a few months ago. 

Mr. Mruis. But, Mr. Secretary, an excess-profits tax is so contrary 
to the concepts which have brought about the economic development 
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which we have in this country and which we call the American way of 
life that it is awfully hard to justify this type of a program at any 
time, and certainly when we are not engaged in an all-out shooting war. 
Is that not true? 

Secretary Humrpurey. I think that is absolutely true. I think that 
from your viewpoint the thought is that you are thinking of the rate 
at which it will be taxed over the rest of the year. You see, it is taxed 
over the rest of the year anyhow. You are not talking about whether 
you will extend the excess-profits tax or not. It is computed now over 
the rest of the year. You are talking about: What rate will it be 
taxed at? And I think that to reduce a rate for one factor and not for 
another is not right. 

Mr. Mitts. You do disarm anyone who had in mind that the legisla- 
tion should be permitted to expire by considering it on the basis of a 
question of rate. Actually, I had not given much consideration to 
that point until I heard you discuss it in that vein this morning. 

Secretary Humenrey. I think that is the correct viewpoint. 

Mr. Mitts. However, I have reached the conclusion from your dis- 
cussion—and I do not want to appear critical, because I have formu- 
iated a very high opinion of you as a businessman—this morning, 
that you are so interested, and proper iy so perhaps, in the $800 million 
that is to be derived from a 6 months’ extension, that you would ask 
us to perpetrate a vicious wrong aes a segment of American business. 
And you are thinking solely in terms of the $800 million, would 
it not be possible for the members of this committee whom you flatter 
with having such knowledge in the field of taxation, plus those whom 
yon have with you, and of course yourself—would it not be possible 
for all of us together to devise a means to raise $800 million for the 
remainder of this year, that would not carry with it the labels that have 
been given this tax? 

Secretary Humpnrey. Well, we looked that over just from that 
point of vi Ww. and we were unable to see anything that looked at all 
worthwhile to us. But I do not want to in any way belittle $800 
million. That is a lot of money, and it is very useful money right at 
this time. 

Mr. Mittus. I agree with you completely on that point. 

Secretary Humpurey. So that I am not belittling it. But I am 
saying that we did not see any other way that was nearly as right as 
this way. And I am a great believer, Mr. Mills, in just meeting the 
facts as they exist. I think most of your oibls comes from not 
facing the facts. 

Here we are met by a combination of facts that we did not any of us 
expect. Maybe we should have, but we did not. But here they are. 
Here are the facts. And you are now confronted with a reduction in 
rate in one tax when you do not give reductions in other taxes, and 
when yow have got the whole matter for consideration, and when you 
need some money. And why reduce one rate and not reduce other 
rates, under these particular circumstances? That is what you are 
up against. And it is unfortunate that we are here, but here is where 
we are. 

Now, what is the right, fair, thing to do, to get out of the dilemma 
that we are in, in the soundest way ? 
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Mr. Mixts. I have had some individual cases called to my attention, 
but I think I will avail myself of your offer, and just send the people 
concerned down to discuss these matters with you. There will likely 
be a hundred that will probably want to arrange to do this. They 
have been talking to me, at least, about the desperateness of their situ- 
ation, and if we are not going to permit them to have any relief, they 
will have to come to you. 1 do not know what you can do about it, 
because the law is rather explicit. 

secretary Humpurey. Send them in. L will be elad to do what 
I can. 

The Cuarrman. I have 50 million taxpayers. I will send them 
de wh, too. 

Secretary Humpurey. Mr. Chairman, I will take them on, and I 
will be tickled to death to have them, if we can treat them all alike. 
which is what we are trying to do. And if we can get ourselves in 
shape so that we can justify this personal-tax reduction at the end 
of the year, so that the 50 million taxpayers can all get relief the same 
day—because it is honest, relief, because we have balanced our budget 
or are on the way to getting it accomplished, because we are actually 
saving a lot of Government expenditures, and because we have had 
the courage not to cut our revenues when we could afford to do so 
then I will take on your 50 million taxpayers. 

Che CHAIRMAN, In other words, I am not ¢@1 iticizing you, but your 
philosophy and mine just do not agree. That is all. Your position 
is that if a person has arthritis, nothing should be done to relieve that 
person of the inconvenience and trouble and even death until you can 
do it with everybody. 

Secretary Humrnrey. If there are five of you up there with arthri- 
tis. and I am responsible for it, I would like to do what I can to get 
you all fixed up at once. 

The CuarrMan. There are more than five in this country. 

Mr. Mitts. Mr. Secretary, there is one question I overlooked. It 
has been my understanding of the excess-profits-tax law, as it is now 
written, that it does not apply to the income of corporations with 
fiseal years beginning after July 1. And in your statement this 
morning you referred to the fact that most corporations do proceed 
on a calendar-year basis. 

Secretary Humpurey. That is right. 

Mr. Miuxs. But if this is not extended until December 31, there will 
be some corporation income this year that will not be affected by the 
excess-profits tax ¢ 

Secretary Humpnurey. That is correct. 

Mr. Mruxs. Is that one of your reasons for thinking it should be 
extended ¢ 

secretary Hr MPHREY. A few companies might be brought under 
the law that otherwise would not be under it. 

Mr. Muts. But they would be affected beyond the end of December 
1953. 

Secretary Humpnrey. That is correct. When you get these few 
companies that are offset, there just is nothing you can do about them. 
That is true no matter when it happens. You can pick any cutoff 
date you want, and there can be an exception who will be in trouble, 
and I do not know what we can do about them. 
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Mr. Mixus. I wonder, though, if when the 1st of January rolls 
around and some 25 percent of the corporations that pay excess- 
profits tax find they are paying it in the calendar year 1954, whether 
they will not complain that we created an inequitable situation from 
their point of view. 

Secretary Humpnrey. No; but you may find a small minority of 
companies, some companies that are offset. And I don’t know how 
you can ever get any date that is going to get them exactly the same. 

Sut you will get the great majority this way on a fair date. 

Mr. Mixxs. I will agree you could never pick a date that would 
equally affect all. 

Secretary Humpurey. There is just one other thing I would like to 
bring up that was not touched on. You did not bring it up, but some- 
body did before. It is about the tax reaching a saturation point, 
where you run into the law of diminishing returns. I just wanted to 
point this out at this time. Our income is still going up. The tax 
take is still going up. It has been going up quite importantly, and the 
income is going up quite importantly, the amount that is taxed. 
You may say, “Well, it might go up even further without excessive 
taxation.” 1 think I could agree to that except for one thing. That is 
that when you have the employment and business at the peak levels at 
which they are today, it is very difficult to conceive of anything that is 
going to stimulate it very much above where it is today. We are up 
to about as small an unemployment as it is possible to havé in this 
country, and we are up to an extremely high level of business. 

So I do not believe that there is much stimulation that you could 
get by trying to force things much higher, because you are just get- 
ting pretty near up against the top. 

Mr. Mitts. Mr. Secretary, that causes me to ask you this further 
question. I think you are exactly right. As I understand the situa- 
tion, I would agree with you on the basis of what you have said. But 
I wonder if the situation can remain that way, and if the Government 
cuts back on some of its orders with business will there not have to 
be something to take the place of that cutback on the part of the Gov- 
ernment in order for business activity to remain where it is today ? 

And then I ask you the question: Can business remain where it is 
today, at this high level of activity, with Government cutting back 
in its orders as we reach a peak in defense spending and still have 
business hampered and restricted in its expansion and growth through 
an excess-profits tax ? 

Secretary Humrnrey. Well, I think that is a very proper question, 
and you asked it just right. What we have got to do is, when we 
do begin to reduce our expenditures below the expenditures we have 
been making, is to cut taxes so that the people will have their own 
money to spend. 

Now, what we are doing is this: Up to this point the savings that 
we have been able to make are savings in an estimated expenditure 
of the budget above the actual expenditures thet have been made pre- 
viously. We are just getting down now, by this $4% billion cut in the 
budget, in the Truman budget. We get down to about the figure we 
have been previously spending, around $73 billion a year. So that 
up to date we have made no saving in the amount of money that the 
Government is spending, that is going out into the hands of the people, 
in payrolls and that sort of thing. What we wanted to do is to get 
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enough income in to help make those payments and then make savings, 
as I have explained to you I think we can do, and bring those ex- 
penditures down, so that by the end of the fiscal year, we will be 
getting in balance. And what we are doing 13 gambling to some 
extent on our own ability to make those savings, by anticipating sav- 
ings, by making an individual income-tax reduction before the time 
that we actually have stopped spending the money, do you see? 

Mr. Miuus. On the other hand, are you gambling it all on whether 
or not you will have your tax structure ready by the time you get to 
the point of savings which you have in mind ¢ 

Secretary Humrnurey. Well, we are actually recommending to you 
that the individual taxes be reduced the Ist of January. 

Now, in order to have that a sound procedure, we have got to make 
some savings and expenditures before we get to the Ist of January. 
But we have suflicient confidence to believe that we can do that and 
will do it. 

Mr. Mitzs. But you and I know that tax savings to the individual 
the ist of January may not be enough inducen-ent to make up for 
what we have been talking about, if it should happen. 

Secretary Humpnurey. That is quite a lot of money. 

Mr. Mutts. I understand it is; but on an individual basis, it does not 
amount to too much. 

Secretary Humpurey. What we are doing, Mr. Mills, these two taxes 
that will expire, the excess-profits tax and the individual tax, on 
December 31st, if this program is carried through, release $5 billion to 
the people that they did not have before, that we have got to make 
up in savings of Government expenditures, to have a balanced budget 
and to come out even. So it is not chickenfeed. It is $5 billion a 
year. 

Mr. Miuis. Mr. Chairman, let me comment for the record that, in 
my opinion, Mr. Humphrey makes as good a witness as we have had 
before our committee. 

You disarm us, and you leave us in a perfectly helpless position 
to resist anything that you propose. 

The Cuarrman, I do not share Mr. Mills’ view on that last point. 

Secretary Humpurey. I am sorry, Mr. Chairman. 

The Cuarrman, I agree on the first point, that you make a great 
witness. 

I do want to comment on one thing. That is that unless we make 
the tax cut well in advance of the so-called cutting of expenditures, it 
would not be quick enough to pick up the jobs that are necessary if we 
are going to preserve our free enterprise. The fact, though, is that 
we have to absorb 600,000 or 800,000 new laborers or employees each 
year, in order to give them work, and if we do not, we simply create a 
group who are afflicted with unrest and sometimes become too critica] 
of the Government and get over to the borderland of communism. We 
do not want that to occur. And I am following the lines of Professor 
Schlichter and others, who advises that these cuts should come well in 
advance. 

[ notice that Canada did not worry about the peril that we are in 
at the present time, in cutting taxes. 

I also note that Britain, who is much nearer to Russia than we are 
and much nearer to atomic bombs, cut her taxes without any great 
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comment on the perils of the times, and the same is true with France, 
and she has been invaded before now and occupied, and she does not 
seem to be worried, and she cuts. 

Another thing, while I am at it: I cannot help but go back to ex- 
perience and logic. And during the twenties, when we cut four times, 
we had full employment during that time. We cut four times, and 
we raised more money than we had raised before with the higher 
taxes. That was Mr. Mellon’s philosophy. And not only that, but we 
paid a billion dollars a year on the national debt each year for 10 years. 

And is the 80th Congress worrying about the budget at the present 
time? The deficit at that time was over $20 billion, and in 2 years, 
by lowering taxes, we stimulated business to the point where all you 
have to do is take the figures to see what the result was, but, at any 
rate, we wiped out that deficit, and we had $5 billion paid on the 
national debt, and we also had an $8 billion surplus. Now, that sys- 
tem has worked. And I will repeat what I have said before. You 
will never balance the budget, in my judgment, until you take the 
shackles off business and let them produce the revenue that will 
balance the budget. 

Secretary Humrnrey. Well, I will just make this short comment 
with respect to it. If you go back to the twenties, along in the 
twenties, the early twenties, you will find that there was a lot of room 
for business improvement, and it needed a lot of stimulation. It was 
not at a high level at the time it began. It grew as it went on, but it 
was not at a high level at that time, which is quite different than it is 
today. 

I think, Mr. Chairman, that I agree entirely with your statement, 
and I think you are entirely correct that you must anticipate savings 
and reduce taxes ahead of time. In other words, you must not make 
your savings first and then make your reduction. I think you must 
anticipate it and have confidence enough in your ability to catch up 
with your savings to do it. 

But that is a matter of judgment, as to how far you can discount 
ahead your ability to cut. And that, again, at the present time, 
brings 1n some ‘thing that did not bother Mr. Mellon at all, and I wish 
to God it did not bother us now, and that is the fear of atomic attack. 

The Cuairman. Mr. Secretary, I am trying to avoid its bothering 
you now. 

Secretary Humpnrey. I know; but we have a security problem on 
our hands today that somewhat limits our ability to cut or to think 
we can cut as rapidly or as fast as we wish we might. I think the 
only difference, Mr. Chairman, between you and me is a very little 
matter of a billion dollars and about 6 months. Otherwise we are 
thinking along exactly the same lines. 

The Cuarrmman. Yes, sir. A little further than that, I know that 
it will stimulate industry and bring in more revenue, so that you will 
balance your budget more quickly than the way you are proceeding. 
But that is all said in a kindly spirit, and I am basing it on experience 
and logic, and I do not know of other courses to follow. 

Secretary Humrneey. It is just a matter of judgment with respect 
to timing, and I think that is the only place where you and I have 
any difference of opinion. 

The Cuarrman. Thank you. 

Mr. Curtis, I believe, wishes to inquire. 
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We want to let you go at 2 o’clock, even if you come back another 
day. 

Mr. Esernarter. Mr. Chairman, I have some questions. I do not 
think we can set any line at 2 o’clock. 

Secretary Humenrey. I can come another day. 

The CHamrMan. Would you prefer to go now ¢ 

Secretary Humpnrey. I can wait another 10 minutes, or I can come 
back another day, whichever you gentlemen prefer. 

The Cuarnan. I think if it is all right with you and Mr. Curtis, 
then we will let the Secretary go and come back. 

I want to accommodate you in any way that we can, Mr. Secretary. 
We will let you go and if you can come back in the morning, we will 
appreciate it very much? 

Secretary Humrurey. Tomorrow morning? 

The Cuairman,. Yes. 

Mr. Esernarrer. Will that extend the 10-day period you have 
allowed for these hearings, Mr. Chairman ? 

The CuHarrMan. We will settle that question when we come to it. 

So we will let you go now, 

Secretary Humpnrey. Until 10 o’clock in the morning ? 

The Cuarrman. Yes, 

Secretary Humpnrey, Thank you very much. I appreciate it very 
much. 

The Cuarrman. Mr. Rowland Hughes, from the Bureau of the 
Budget, will be the next witness. 

Mr. Hughes, we are certainly delighted to have you here. I feel 
under great obligations to you, sir, for the fine work that you have 
been doing with our joint committee in trying to help use revise the 
code for next year. I would like to have the audience know that you 
are a prominent New York banker, and that you are here in the patri- 
otic service of your country. 

If you will just state for the record your name and your official 
connection and the object of your appearance, and so forth, we will 
be delighted to hear you. 


STATEMENT OF ROWLAND R. HUGHES, ASSISTANT DIRECTOR OF 
THE BUREAU OF THE BUDGET, ACCOMPANIED BY PAUL L. MORRI- 
SON, ASSISTANT DIRECTOR OF THE BUREAU OF THE BUDGET, 
WILLIAM F. McCANDLESS, ASSISTANT DIRECTOR FOR BUDGET 
REVIEW, AND J. WELDON JONES, ECONOMIC ADVISER, OFFICE 
OF BUDGET REVIEW 


Mr. Hucues. Mr. Chairman, I feel it is a very great honor to be 
before the Ways and Means Committee because, as you say, I have 
worked with them and know the work they are doing. 

I am Assistant Director of the Budget, and I am here to testify 
on this bill that you have before you from the Budget’s viewpoint. 

I have with me certain associates, and I will hand the list to the 
clerk. 

Mr. Chairman, I have a statement which, if it suits you, I would 
like to read, and then we can have any questions and discussion. 

The Cuamman. That will be perfectly proper. 

Mr. Hucues. Mr. Chairman and members of the committee: 
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I appreciate the opportunity given me by your invitation to testify 
before your committee. You are well aware of the general budget 
situation which faced us in January. I believe it will be helpful as a 
background for the consideration of the tax questions immediately 
before you to have some summary of the facts which beset us in refor- 
mulating the budget for the fiscal year 1954 and in planning the 
budget for the fiscal year 1955. Secretary Humphrey has reviewed 
with you the fiscal and tax programs as they stand at present—very’ 
thoroughly and disarmingly, as the committee, some of them, stated. 

The Bureau of the Budget is directly concerned with the immediate 
and future appropriations and expenditures, which are of course 
the direct cause of the difticulties we are dealing with. 

The President in his message has stated : 

We intend to continue our efforts to reduce Government spending and to put 
the Nation’s financial affairs on a sound basis. These objections will be pursued 
in our everyday operations and will chart our course in every budget this ad- 
ministration transmits to the Congress. 


And further on: 


Substantial reductions have been made already. We are working hard to 
increase them within the framework of the administration program. 

That is the constant and principal objective of the continuing work 
of the Bureau of the Budget. We know progress is being m: ade and 
we are confident it will continue. The necessity now is to measure the 
progress to date against today’s revenue needs. 

Let us look first at the background of actual and estimated budget 
deficits during this period of our defense buildup. There was an ac- 
tual budget deficit of $4 billion in the fiscal year 1952. The budget 
document sent to the Congress last January by the previous admin- 
istration indicated deficits of $5.9 billion for 1953 and $9.9 billion for 
1954. This totals $19.8 billion for the 3 years. It now seems certain 
that the revenues on which the estimated deficits for 1953 and 1954 
were calculated, were overstated. Making adjustment for estimated 
lower revenues, the revised figures for 1953 and 1954 would approxi- 
mate $7.5 billion for 1953 and $11.1 billion for 1954. These sthcits, 
plus the actual $4 billion deficit for 1952, would aggregate about 
322.5 billion. Let me empliasize here that the figures that we have 
been presenting are those of the Truman budget. They represent 
the situation which had been built up by the previous administration, 
and take no account of the reductions of expenditures already in- 
itiated by the present administration since it took office, or of the eon- 
cressional actions on the 1954 budget. 

The situation before the corrective measures of the present admin- 
istration is even more disturbing if we look at the possible magnitude 
of the deficit for 1955 which was looming up as this administration 

came into office. If all the tax reductions which are now scheduled by 
law are allowed to take effect, the loss in revenues for 1955 from such 
action would approximate $8 billion. Expenditures in 1955, however, 
would evidently have been only slightly less than in 1954 if the 19% 5d 
budget pl: ns | for the previous administration were adopted. As a 
result, the 1955 budget deficit—again predicated on no reduction in 
expe iailitaives: by the “present administration and the Congress in the 
fiscal year 1954 and 1955—would be substantially greater than the 
deficit for the fiscal year 1954 and could reach the magnitude of $15 
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or $16 billion. This would bring the total deficits m the four fiscal 
years 1952 through 1955 to more than $37 billion. 

Facing such conditions without the steps this administration and 
the Congress have taken and are taking, any administration which had 
a sincere concern about the stability of the economy could not recom- 
mend that the tax reductions now written into the law should take 
effect. If deficits approaching these magnitudes should become a 
reality, they would further contribute to the inflation which has 
steadily depreciated the purchasing power of the dollar. 

It will help to appraise this unhappy deficit picture if we look at 
the buildup of appropriations since 1950 for defense. 

Now, we have to make a distinction there between appropriations 
and expenditures—for aid to foreign nations, and for domestic pur- 
yoses. There are the heavy c. o. d. commitments which the President 
h 1as spoken about. We haven’t yet paid for them but they are now and 
in the near future beginning to come in for payment in increasing 
volume. The level of governmental expenditures in any year is 
largely determined by the enactment of appropriations and and other 
authorizations to spend Government funds which have been made in 
past years on the c. o. d. basis. In the 5 fiscal years 1950 through 
1954, appropriations authorized or requested before this administra- 
tion took office provided for the expenditure of Government funds 
exceeding the the estimated revenues of the same 5 years by about $96 
billion. ‘The huge total of extra appropriations for these years was 
mainly due to the crash approach to defense after the beginning of 
the war in Korea. Unfortunately those expenditures, already author- 
ized, programed, and largely committed, reach their peak during the 
fiscal years 1954 and 1955, producing the deficits which now have to be 
overcome, 

The budget submitted last January estimated that on June 30 
this year—as we enter the fiscal year 1954—there will be carried for- 
ward $81 billion of current authorizations to spend Government funds 
for which the cash must be obtained from revenues or borrowings in 
future years. This enormous sum, which is wholly in addition to 
the figures in the current year’s budget is, in large part, already under 
contract or commitment, mostly for the delivery of defense materials 
and supplies. Some of these commmitments have already resulted in 
the provision of plants and machinery and the accumulation and 
working up of materials so that cancellation and unwinding of the 
operation, even where the Defense Department would otherwise find 
it desirable, would not be a feasible or practicable operation. Study 
of the individual situations and of the particular conditions and re- 
quirements of each one of the literally thousands of operations in- 
volved may well reveal a substantial number of possible reductions. 
That is part of the continuing job which the President mentions in 
his message above referred to, but it cannot be accomplished in a few 
days or weeks. With persistence and determination, and provided 
there continues to be national support for the effort, we feel as far as 
our work in the Bureau of the Budget is concerned that wise and sub 
stantial savings, even in these items, can be made within a reasonable 
time, but certainly not in the few weeks that there have been available 
to work on it so far. 

In summary, we enter the fiscal year 1954 with a number of ad 
verse factors in our budget picture scheduled to come to a focus in 
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the fiscal years 1954 and 1955. They are: the peaking of expendi- 
tures; the revenue loss as a result of tax reductions alre: ady in the 
law—which would certainly have had to remain only paper promises 
unless and until such reductions as this administration has made and 
is continuing to make become effective—the overestimate of tax 
receipts for the fiscal years 1953 and 1954; and the difficulty of 
adjusting downward the expenditures for the huge buildup of con- 
tracts and commitments already on the books. 

The determined and effective efforts taken by the present admin- 
istration to curtail Government expenditures have already improved 
the budget outlook for the fiscal year 1954, and will result in further 
improvements. Requests for new appropriations for 1954 have al- 
ready been reduced below the budget of last January by more than 
$8.5 billion. Further reductions will be made. Expenditures as esti- 
mated in January for 1954 will be down some $4.5 billion as presently 
reviewed, but here also additional reductions will be made as the year 
progresses. These are the accomplishments of a few months only 
and represent first steps in what can be done. 

How much further reduction in expenditures can be made will de- 
pend upon the effectiveness of the combined efforts of the administra- 
tion and the Congress and the continued support of the people. As 
the President has pointed out in his nationwide address of May 19, 
1953: 


Government cannot do this job—any more than any other job—utterly alone, 
You and your fellow-citizens who want your Government to spend less must 
yourselves practice self-restraint in the demands you make upon Government. 
You as citizens cannot help the common cause by merely favoring economy for 
every group except the one to which you belong. 

During the fiscal year 1954, further reductions in expenditures will 
be made by all the devices possible: the concerted action of all agence 
heads in continually reexamining and revising existing programs with 
a view to reducing expenditures; action by the Bureau of the Budget 
through the budget apportionment system to establish budget re- 
serves wherever possible; and the constant and continuous effort of 
the present administration from the top down to see that 1954 budget 
expe eaiietens show a declining trend throughout the year. Considera- 
tion will be given also to proposing changes in legislation which re- 
quire Government expenditures not now warranted either because of 
changing circumstances or the budgetary situation. 

As pointed out above, the fiscal year 1955 is critical from the budget 

viewpoint. This is the year when the previously established tax and 
spending programs create the greatest differences between revenues 
and expenditures as planned by the former administration, Prompt 
counteraction is being taken by this administration on both sides of 
the budget. Vigorous and persistent action is necessary to bring 
order into our financial affairs in the 1955 budget. 

The very size of the budget reduction program we have embarked 
on requires that it be completely, governmentwide, and not confined 
to any few spots. We have had graphic illustrations of the prin- 
ciple that when costs and economy are not made an issue, expenses 
multiply and increase. We believe the converse is true, that when 
cost and economy become a high-level policy issue and are spread 
throughout the whole governmental machinery, savings multiply and 
increase. We shall have to scrutinize the thousands and the millions, 
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which make up the billions, in every function and operation of the 
Government and apply the strictest standards of necessity and worth- 
whileness to each item. 

Nevertheless, we also have to bear in mind the fact that to make 
the total of reductions needed we shall have to deal thoroughiy with 
the defense categories, which account for such a large proportion of 
the total expe nditures and for practically all the increase in expendi- 
tures in the last several years. Approxim: ately 70 percent—or over 
$55 billion—of the proposed expenditures in the original 1954 budget 
go to finance our ausbe related military, foreign aid, and atomic 
energy programs. It is obvious that the future level of expenditures 
will depend to a large degree on what can be achieved in reducing these 
outlays. The fundamental purpose will be, as has been repeatedly 
stated, to provide real, effective, defense power “in being”; to eliminate 
and reduce dollars being spent wastefully or being used for less effec- 
tive or duplicating programs. 

The final level of budget expenditures inevitably will be greatly 
affected by international events and must be basically determined by 
what is found necessary for the national security of this country under 
prevailing international condtions, bearing in mind, as the President 
has stated, both military and economic requirements. This is the 
heart of our budget problem. It is fortunate that we have a Presi- 
dent who is extraordinarily qualified to pass judgment on the stagger- 
ing and sobering issues involved. 

The CHatrMan. Would you like to insert these records in the back? 

Mr. Huaues. In addition, I have these two tables, which will be 
added, and which can be used as part of the statement. 

The Cuarman. Yes. Without objection, they will be included in 
the record. It is so ordered. 

(The material referred to follows :) 


TABLE 1.—Summary budget information 
[In billions] 














| i 
| Revised 1954 
| ee budget es of 
May 25, 1953 
4 
| 1953 | 
} 1950 | 1951 1952 st | 1954 Under 
| actual | actual | actual = - | budget | Under | Presi- 
| mate | 
| exist- | dent’s 
| } ing tax 
| | tax recom- 
| laws |menda- 
} | | tions 
i ' i 
1. Budget obligations (new  obligational | | | | 
authority) $50.2 | $84.1 $92.9 $80.8 $72.9 | $64.2 $64. 2 
2. Budget obligations greater than budget | | } 
receipts (1 less 5) ; 13.1 36. 0 30.8; 12.1) 4.2 -3.3|) =—43 
3. Estimeted unexpended balances of current | | | 
authorizations carried into the year (not | | | | 
directly related to other figures) - - -.- 13.5} 15.6 52.0] 73.6] 81.3 |} 81.3 | 81.3 
4. Budget expenditures..........-...-.-----.| 40.2] 446] 661] 746 78.6) 74.1] 74.1 
5. Budget receipts._. na ‘ } 37.1) 48.1) 62.1 68.7} 68.7) 67.5] 68. 5 
6. Budget deficit (—) or surplus (+) (4 re- | | | | | | 
Iated to 5) } ~3.1) +3.5] —40 —5.9!| —9.9 | —6.6 | —5.6 
7. Other ret ee a and adjustments | | 


to cash budget bas 9 4.1) 4.0 4.0 3.3 | 3.3 2.8 


8. Cash deficit (—) or surplus (+) (6 re- | | | 
lated to 7) —2.2 +7.6 ae ; —19 —6. 6 —3.3 | —2.8 
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TaBLe 2.—Reductions in new obligatory authority, fiscal year 1954 
STATUS AS OF MAY 25, 1953 
{In millions] 
Reductions 


1954 budget | made by ad- 
ministration 


Budget total = $72, 883 $8, 707 
Major national s rity items 
Department of Defense, military 41,319 5, 247 
Mutual Security Program 7, 600 1,771 
Atomic Energy Comnrnission 1,997 318 
Total 50, 916 7, 336 
Other 
Treasury 
Operations 681 51 
Interest 6, 420 -150 
Veterans Administration 
Compensation, pensions, and benefits 3, 534 110 
Other 1, 020 169 
Health, education, and welfare | 
Grants to States for public assistance 1, 340 : 
Other 433 | 62 
Agriculture | 
Agricultural price supports 220 | 14 
Other... -- Ss madéead 1, 370 | 112 
Comm: ret | 
Federal-aid highways : 585 |_. jdiee 
Other : 493 Rivas 
General Services Administration 395 216 
All other oak é ‘ > dhbttwes | or 637 


The CuatrMan. Any questions? 

Mr. Curtis? 

Mr. Curtis of Nebraska. Mr. Hughes, on page 5 there is a sentence 
that I believe I understand, but I think it ought to be clarified for 
the record: 

Requests for new appropriations for 1954 have already been reduced below 
the budget of last January by more than $8.5 billion. 

That does not mean that expenditures for 1954 will be reduced by 
$8.5 billions, does it ? 

Mr. Hucues. Unfortunately, that is not true. 

Mr. Curtis of Nebraska. Go ahead. 

Mr. Hucues. But the appropriations, of course, eventually turn into 
expenditures, and we have to at least start with those. 

Mr. Curris of Nebraska. That is right. But there is quite an ele- 
ment of time lag, is there not? 

Mr. Hugues. Yes. 

Mr. Curtis of Nebraska. Well, now, what is the difference between 
an appropriation, the obligating of funds, and an expenditure? 

Mr. Hucnues. You mean in time? 

Mr. Curtis of Nebraska. No. How would you describe each proc- 
ess, so that the ordinary citizen knows what we are talking about ? 

Mr. Hucues. The appropriation is the authorization for the Gov- 
ernment through its departments to spend money for certain purposes, 
It may go out and order a new plane, or it may order a new building, 


or it may engage some people in its employment. It has to first be 
authorized by an appropriation, which makes the money available for 
that use. 


Mr. Curtis of Nebraska. Yes. 
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Mr. Hucues. Now, the spending of the money depends upon when 
that particular object is delivered. For example, you might be on a 
waiting list, if you were buying a new radio, under certain condi- 
tions in the past, and you might order the radio, but you might not 
get it until next year. You would not put out the money until it was 
delivered to you next year. Now, that is the way with these expendi- 
tures. They come in in necuniuiies with various circumstances, de- 
pending upon times of production, the nature of the particular item 
involved, which varies, of course, with the thousands of particular 
items that are included in the budget. 

Mr. Curtis of Nebraska. Yes. And then here in Congress, before 
we can appropriate, we have to have what they call an authorization 
act. 

Mr. Hueues. Yes. 

Mr. Curtis of Nebraska. Because the rules provide that you cannot 
appropriate for something that has not been authorized by law. And 
that even goes back a year or two or maybe several years prior to the 
voting of the appropriation, does it not ! 

Mr. Hueuxs. You have to begin w ay back there, because the au- 
thorization, while it does not fix an amount of money to be spent, 
does fix a program of activity which will result subsequently in the 
making of an appropriation, which means that somebody is deter- 
mined that you shall be allowed to spend 1 million, 1 billion, what- 
ever the amount is, on this particular project, and then later on we 
come face to face with it, with an expenditure, which is the thing that 
affects our taxes and our revenue. 

Mr. Curtis of Nebraska. The decisions we make now will have a 
very great effect upon the cash budget 2, 3, 4, and 5 years from now, 
will it not? 

Mr. Huaues. Yes, sir. That is right. 

Mr. Curtis of Nebraska. And the cash budget that we are facing 
now is the sum total of what happened last year, the year before, 3, 
4, and 5, and in some instances further back than that. Is that not 
right ? 

Mr. Hueues. It takes a considerable period of time. It is like 
ship making port. After all, they call it the “ship of state.” If you 
are making port and you are trying to get into a berth, if you do not 
decide to turn until you get right opposite, you will never make it. 
You have to make your plans so that you turn in due time to make your 
entrance in the right manner. That means that you have to plan in 
advance in order to do it. 

Mr. Curtis of Nebraska. Yes. And while the Federal Government 
is sovereign, and could refuse, perhaps, from a purely legislative 
standpoint, to carry through on a great many things, the fact remains 
that commitments to our citizens and to others oftentime do not cost 
when they are made, or right after that, but the cumulative effect upon 
the budget becomes terrific in a matter of years. Is that not correct? 

Mr. Hueues. That is exactly what we have to deal with now. We 
have to deal with each one of these particular means of incurring 
expenditures. Some of them are embedded in laws. Some of them 
are embedded in long time practices and commitments. And some of 
them, of course, can be immediately cut out and dropped. Each one 
has to be studied and worked out. 
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Mr. Curtis of Nebraska. Now, from the standpoint of the Bureau of 
the Budget, what do you understand is meant when the departments 
obligate funds? 

Mr. Hucues. That should be a legal obligation under the authorized 
procedure, which makes it a necessity when that action is completed, 
whatever the action contemplated is, the delivery of some piece of 
material or whatever it is, that must be paid for. 

Mr. Curris of Nebraska. Yes. In the past, all of us connected with 
Government have not been too accurate or uniform in our terminology. 
We have talked about earmarked funds and allocated funds and obli- 
gated funds, and so on. And sometimes I am afraid all it has 
amounted to is a paper allocation on the part of an agency that they 
would like to spend “X” dollars for a certain activity. 

Mr. Hueues. The: e are many gradations, but I am sure that a lot 
of them do not represent what we would justly consider obligated 
funds, and those are all havi ing to be gone into and investigated Tight 
now. 

Mr. Curtis of Nebraska. Have you had time yet in your work in 
the budget to find out a great deal about the so-called unexpended 
eee iation balances that exist ? 

. Hucues. No; I have not, except that they are there and we have 
to review them each year. 

Mr. Curtis of Nebraska. Do you happen to know what the Mutual 
Security Agency had in the way of unobligated balances as of January 
20th ¢ 


Mr. Huaues. No; I ae a2 I believe March 31st we had the 


figure of around three and a half billion. (The unobligated balance 
as re + ed by MSA on Ma ivch 31, 1953, was $4.2 billion.) 

Mr. Curtis of Nebr: An aha int now ¢ 

Mr. Hucues. They: r on ‘t, I believe, that it is down perhaps to a 
billion dollars. But I hear other reports around that it 1s a different 


figure. So I would hate to say with final authority. (The unobli- 
gated balance as reported by MSA was $3.2 billion as of April 30, 
1953, the latest date for which actual figures have been reported.) 

Mr. Curtis of Nebraska. Does the Bureau of the Budget take the 
view that an appropriation, which is usually made upon the basis of 
the estimates of the agency that receives it, is a mandate from the 
Congress that the full amount should be expended ? 

Mr. Hueues. No, sir. We have a system of setting up reserves, 
which has been authorized by the Congress, which provides, where 
we feel that a certain amount of money is not going to be required for 
the purposes, that we can set that aside in a reserve, and it, in effect, 
comes back to the Treasury. 

Mr. Curtis of Nebraska. Mr. Hughes, you have presented a fine 
statement here, and I thank you. 

The Cuarrman. Mr. Mills will inquire. 

Mr. Mitxs. Mr. Hughes, I want to question you more from the view- 
point of your past experience, I guess, than as the Assistant Director 
of the Bureau of the Budget. Because if I can find that your views 
on this matter may have changed somewhat in the passage of a few 
months, I might find it a little easier to believe that some of my own 
friends back home who have engaged in some similar businesses to 
that which you have been in have also changed their view. My friends 
to whom I am referring that have talked to me most about this engage 





EXCESS PROFITS TAX EXTENSION 47 


in what we call service institutions down there. They think that the 
effect of this particular tax that we have hits them most dispropor- 
tionately, or out of proportion, to other businesses, particularly manu- 
facturing businesses; and even among institutions engaged in the 
same activity we find different treatment under existing law. 

Now, from your background of experience, have you found any 
thing along that line, or are you saying it has worked out better than 
that, so that just on the basis of the merits alone we are vustified in 
extending this particular legislation ? 

Mr. Hugues. You mean with regard to excess profits tax, I take it. 

Mr. Mus. Yes: that isthe thing that is before us. 

Mr. Hugues. Well, of course, | am not here in the capacity of 
expert on the excess profits tax, but I cannot be any more strong in 
my statement regarding the iniquity of the tax and the dislike for it 
than the Secretary was in his testimony today, because I feel exactly 
the same way. 

Mr. Miius. I am just wondering, though, if the people back home 
who are going to be affected by it, who have been cursing it in the 
last few months, are going to say to me that In spite of the fact that 
1 find from the witnesses who approach it that it is a vicious and 
inequitable tax, it ought to be considered for another 6 months. I 
am a little disturbed ae whether or not we change our views maybe 

vhen we get on the inside and look out from what they were when 
we were on the outside olen? in. 

I just want to know now if you have changed your position, or if 
it comes as a aad sequence here. If so, maybe the people back 
home that I have talked to have changed their viewpoint likewis 
although I doubt it. 

Mr. Hucnes. No; I don't think so. I think that a good many people 
have seen that there were certain overriding situations, such as have 
been developed by the Secretary in his able presentation, that at least 
take precedence for the immediate present. l am convineed, and 
always have been, of 2 or 3 things with regard to taxation. In the 


first place, you cannot reduce taxes unless you reduce expenditure 
because if you do, you are only turning to some other form, either 
charging somebody else or absorbing it in inflation, and in either « 
you have not done a real job. 

Secondly, we have to provide, of course, for the necessities of our 
budget situation. Further, the excess profits tax is now in effect, so 
that we are talking primarily about a question of the rate that is to 
be charged for the calendar year 1953, as regards most corporations, 
and I am impressed with the soundness of the decision of the Seer 
tary. Under all these circumstances, and with the budget situation 
as we have it before us, we cannot change around as quickly as we 
would like to do. But I am still hoping that we can change eventually 
so as to permit reductions. However, it is largely a question, as the 
President says, that we have to have a balanced budget “in sight. 

I cannot see around the corner yet, but I expect to after a few steps 
more. So therefore I think this extension with his commitment as to 
December 31 is probably a very wise thing to recommend. 

Mr. Mitxs. You do not view it then, Mr. Hughes, as a request for 

increases in taxes ? 


Mr. Hueues. No. 
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Mr. Mizis. You do not. You do not view the suggestion that we 
continue the 5-point incrtvase in the normal tax rate on corporations 
asa request for an increase in taxes ¢ 

Mr. Hueuers. You mean after March 31? 

Mr. Minus. Yes, after the expiration date next vear. You do not 
view these two things as a request for tax increases? 

Mr. Hugues. I would say that we are facing up with a situation 
that we have to meet; that we have certain overriding situations, and 
that we cannot afford to meet what was put on paper as a reduction 
but which we cannot reach at the present moment. 

Mr. Miius. Well, it is in the law. 

Mr. Hucues. That is what I say. It was put on paper. But any 
administration would have been faced with exactly the same situation. 

Mr. Miris. I am not arguing with you now about the merits of the 
request. But does the request constitute, or is it a request for, an 
increase in taxes? I mean by an increase in taxes that we are asking 
people to pay higher rates of taxes, or taxes that they would not have 
to pay in a given period of time as the law now stands. Now, does 
the request constitute a request for increased taxes ? 

Mr. Hueurs. Of course, my opinion on that would be purely a per- 
sonal opinion, and I would think that it is a continuation of our pres- 
ent tax system, rather than an increase in taxation. 

Mr. Mins. Which will expire without your request. 

Mr. Hueues. That is right. We have had that experience many 
times before, of course. 

Mr. Mitis. Oh, yes. But I had hopes that this administration 
would not find itself in the position of having to ask for increased 
taxes within a period of 3 or 4 months after it took office. 

Mr. Hueues. I am sure we share your disappointment. 

Mr. Mitts. And I say I hoped that, because I know everybody in 
the country had hoped that we had reached the point when it would 
not be necessary to continue some of these un-American-type taxes, 
such as the excess-profits tax. 

Mr. Hueues. We share your disappointment very much. But it is 
a matter of working to do the job. 

Mr. Mirxs. I just wonder, though, whether or not the American 
people will be as willing to forgive us if we follow this suggestion of 
continuing these higher rates, or increasing the burden of taxes. Mr. 
Reed thinks that all of us here would do a great service if we reduced 
taxes. And certainly I feel that he is right, that the American people 
want a reduction in taxes. 

Now, let us look at it just a minute from your point of view over in 
Budget. Congress can appropriate money and the departments do 
not have to spend the money we are appropriating, do they ? 

Mr. Hucues. Well, within certain limits. 

Mr. Mitts. I mean, though, we can appropriate $9 million for flood 
control, and you do not have to spend it, do you? President Truman 
told us that a few years ago. 

Mr. Hvucues. No, but I think there would be quite a bit of objection 
if the control of the purse were turned over from the Congress to the 
a Bureau by having too many budget appropriations. 

. Miztirs. Oh, no. You misunderstand me, Mr. Hughes. 

1 am not suggesting that you determine the amount that we will put 

as a ceiling over what can be spent. Congress says you cannot spend 
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more than this amount. Now, if you can spend less than that, I am 
sure the administration will endeavor to spend less than that amount, 
will it not? 

Mr. Hugues. Certainly. 

Mr. Mitus. So you will do all you can, through the Bureau of the 
Budget as well as through the departments, to bring about all the pos- 
sible economies that can be brought about. 

Mr. Huaues. Yes. That is right. 

Mr. Mitis. Now, you mention on page 2 of your statement about 
all the economies that you have worked out already. I hate to, as a 
Democrat, give you a chance to brag about what you have done, but I 
am going to ask you now to tell me what you have done in that field. 

On page 2, the next to the last line or two there, of the first para 
graph, you say: 

They represent the situation which had been built up by the previous admin 
istration, and take no account of the reductions of expenditures already initiated 
by the present administration since it took office, or of the congressional actions 
on the 1954 budget. 

Now, I know, of course, that you cannot take into account what we 
have done here, because none of our appropriations have yet been 
enacted finally or signed by the President, as I remember. 

Mr. Hugues. Yes. 

Mr. Mus. But there have been some reductions that have been 
initiated already; which means, of course, that you have found ways 
to spend less money than the Congress heretofore thought might be 
needed. 

Now, I would like for you, if you will take this opportunity, to 
enumerate some of those savings that have alre: ady been initiated and 
carried out. 

Mr. Hueues. Are you speaking about 1953% Or 1954% 

Mr. Mitts. I do not know now just what you are talking about in 
your statement. 

Mr. Huaues. We are talking about °54 here. 

Mr. Mitts. On page 2 are you talking about °54, fiscal 19544 

What are some savings then ? 

Mr. Huaurs. Well, we have already made savings in the planned 
appropriations. 

Mr. Mitas. Oh, that is what you mean. I am glad I asked you the 
question, because you had me believing that you were talking about 
some present savings. 

Mr. Hucues. Well, we have made immediate savings in many of the 
operations of the Government. 

Mr. Mis. That is what I want you to tell me about. 

Mr. Hugues. ‘Through cutting down personnel, and through re- 
quiring stricter and more accurate determination of each expenditure 
for any kind of a purpose. In other words, every new project or any- 
thing of that nature immediately demands a second look. 

Mr. Mitts. This is what I am trying to get to. I assume that you 
have found that some moneys that were available for expenditure in 
the last 6 months of this present fiscal year will not have to be spent. 
And then I assume that you find that there are moneys that have been 
made available for expenditure in the next fiscal year, beginning July 
1 next, that will not have to be spent. 
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Now, those are economies that I would think would be of the type 
that you are referring to here on page 2, and I wanted to give you 
a chance to enumerate some of them. If you do not have ‘them in 
mind, I might ask you to put them in the record. I just want you to 
tell me at this point how much money is involved, so that I can pass 
judgment upon whether or not I think you folks are being conserva- 
tive, or not, in your own determination about what a good job you 
are doing. 

Now, you may be doing such a good job that actually if you would 
let us Democrats on the Ways and Means Committee see what you 
are doing, we could reach a different conclusion from that which you 
would reach, and we could say, “Fellows, you have done such a mag- 
nificent job up to date that there is every indication you will not even 
need these taxes to be extended beyond the termination date.” 

I want you to put something in the record that will enable me to 
reach some conclusion of my own about whether or not your record 
to date has been so eood or so bad, e ither way you want to view it, as 
to determine the question of whether these taxes ought to be raised. 

Mr. Hucurs. We have here, Mr. Mills, a statement which I am 
furnishing which shows reductions in the budgetary request for 1954, 
which is the particular item I have been working on. It is $8,700 
million, in total, as against the original amount called for. 

Mr. Mitts. That includes about $5,247 million for the Air Force? 

Mr. Hueues. That is right. 

Mr. Mitts. Or the military ? 

Mr. Hueues. For the whole military. Yes, that is right. 

Mr. Mitis. Well, that is yet to be decided, is it not ? 

Mr. Hugues. Well, none of these are decided until you have been 
able to have the appropriation bills passed and put through. 

Mr. Mitts. I do not want to prolong this, but how about you getting 
up for me a comparable statement on what has actually been done; 
not upon what we are going to decide here, but what you folks have 
decided on down at the Bureau of the Budget, that constitutes a 
savings. I know you have made some, 

Mr. Hugues. Yes, we have. 

Mr. Mirus. Because I have read in the papers of some people that 
have been relieved of their employment, I know there have been 
some savings made. But I want to find out what the dollar value of 
those sav ings is. Now, this is fine if you can get some of these fellows 
out here who have advocated this 143 group Air Force to go along 
with you. You may get this $8 billion saving. But I want to know of 
the savings that you, yourself, and those with you, have worked out 
down there, that we are not called upon to pass judgment on. Now, 
if you leave them up to us, you may not have much of a savings. But 
those you can make yourselves down there without any further help 
from us. 

Mr. Hucues. That is, of course, possible, and we shall make up a 
list for you. But there is a further factor to consider, as pointed out 
in the statement, that the real effects can only be made by a team- 
work proposition, to make the changes we are talking about, in these 
totals. 

Mr. Mirus. But I have always had this in the back of my mind. In 
order to have teamwork, you cannot keep one of the horses blinded. 
I want to know what you have done, so that I can work with you on a 
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team to balance the budget. That is exactly why I want this 
information. 

Mr. Huenes. O. K. Fine. 

(The information requested follows :) 


STATEMENT W1TH RESPECT TO SAVINGS FOR 1953 


Action of the new administration to reduce Government expenditures was in- 
itiated by the Director of the Bureau of the Budget on February 38, 1953, in a 
letter to the heads of the executive branch departments and agencies, The let 
ter required not only that a review be made leading to reductions in the 1954 
budget, but also that action be taken to reduce Government programs during the 
remainder of the fiscal year 1953. 

The effort to reduce expenditures, although initiated by the Director of the 
Bureau of the Budget, is one in which all members of the administration are 
collaborating. The new department and agency heads are supporting strongly 
the objectives and the plan of action set forth in the Director’s letter. 

The letter called for a critical examination of existing programs, restraint in 
commitments for new programs, and a general drive for greater efficiency and 
reduced costs. More specifically, it placed restrictions on the hiring of per- 
sonnel, required a review of both proposed and going construction projects, and 
required that the necessity for all other programs be questioned, with the ob- 
jective of eliminating those not clearly necessary and holding the remainder to 
minimum levels, 

This collaborative review has achieved the following results in the fiscal year 
1953: 

1. A closer followup of the status of all Government programs disclosed situa- 
tions where appropriations were available in excess of requirements for the 
year. To assure that this excess availability would not be used during the year, 
additional reserves of over $900 million have been established. This action will 
result in some reduction in expenditures in 19538. More importantly, it with 
draws authority to make obligations in 1953 which would commit the Govern- 
ment to expenditures in future years and increase the already heavy burden of 
past commitments which must be met from future revenues, 

2. In addition to the establishment of Reserves, it was found possible to 
meet the costs of pay increases granted military personnel by the last session 
of the Congress out of savings in appropriations already made. The 1954 
budget indicated that a supplemental appropriation of $1 billion would be re- 
quired for this purpose. 

3. Federal civilian personnel employment, as reported by the Civil Service 
Commission, dropped 50,000 between January 31, 1955, and April 30, 1953. 
Further reduction is expected by June 30 next, even though there is usually a 
seasonal increase in employment in this period. 

4. Reductions in planned budgetary expenditures for 1953 have been sufficient 
to offset increased requirements of about $1 billion for mandatory agricultural 
price-support payments. Consequently the increased expenditures for agricul- 
tural price supports will not result in any increase in the $74.6 billion estimate 
of total budgetary expenditures made in the January budget. 

In terms of ultimate economy, perhaps the most important result the new 
administration has achieved is to bring to officials and employees of the executive 
branch a changed, and to many a unique, concept of what good government is. 
They now know that costs and economy are important in the Federal Govern- 
ment, that the Government must get a full dollar’s value for every dollar spent, 
and that sloppy and wasteful administrative practices no longer will be tolerated, 
ro most Federal employees this is a welcome change. Its effect is already 
evident, not only in large items such as those above, but in such things as prompt- 
ness of arrival at work, elimination or restriction of time out for coffee, and 
adherence to official lunch hours, all of which are indications of a general 
tightening up in former lax practices. As this changed concept permeates 
every level of the organization, savings will multiply and efficiency will grow. 
Without such a change true economy would never be possible. 


The Cuamman. Mr. Boggs will inquire. 

Mr. Bocas. Mr. Hughes, prior to coming with the Government, 
what was your business? 

Mr. Hueurs. I was with the National City Bank of New York. 
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Mr. Boces. My memory may be failing me, but I am almost sure 
that I have met you before. 

Mr. Hucues. Very possibly. 

Mr. Boacs. It seems to me that we had a conversation about the 
excess-profits tax. 

Mr. Hucues. Very possibly. I still feel “agin” it. 

Mr. Bocas. My recollection was that you were very strongly 
against it. 

Mr. Huaues. Yes; I am still “agin” it. 

Mr. Boacs. Now, you are “agin” it, but you are asking us to con- 
tinue it ? 

Mr. Hucnes. I am giving you the background of the budgetary 
situation, and we are faced with a condition, not a theory. It is : 
question of timing, and not a question of getting rid of it. 

Mr. Boces. Now, Mr. Hughes, let me ask you what I consider a 
rather logical question. If the January budget showed expenditures 
of $78 billion plus, and your budget shows expenditures of : 74 bil- 
lion plus, it would seem to me that with a budget of $78 billion plus, 
there would be more reason to continue it than with a budget of $74 
billion plus. And yet when we had $78 billion, you were very much 
against it. 

Mr. Huenes. Well, I thing it is a poor way to raise taxes. But 
we have it now on the books. It is not a question of enacting a new 
kind of a tax. 

Mr. Boees. Well, do you think we are keeping faith with the people, 
after having assured them first by the law itself—it is written into 
the law—that come June 30 this tax will expire? And although 
some people say they did not say or hear it, I have a vague recollection 
of hearing about tax reduction along about last October. And you 
admit that this is a very inequitable tax and a very unfair tax, and 
my recollection of my conversation with you was that it was about 
the worst kind of tax that the mind of man could devise. 

Mr. Hucues. I don’t think I am alone in that, from what I heard 
the Secretary say today. 

Mr. Bocas. Yes, but the Secretary is also asking us to continue it. 
And what assurance do we have that come next Janu: ary you will not 
come back and say, “Look at this budget we have got. It is terrible. 
We had better continue this tax some more” ? 

Mr. Hueues. Adequate and final tax relief depends on really doing 
a job on the budget. However, with regard to excess-profits taxes 
specifically, the Secretary has made his statement positively that no 
extension beyond December 31 will be requested, and that any such 
proposed extension would be opposed. 

Mr. Bocas. You have done your job on the budget. Your budget is 
$74 billion. And even with your estimates, that means you are going 
to be out of balance by several billion dollars. 

Mr. Hucues. That is for 1954. We have 1955 coming up. 

Mr. Boces. Between now and 1955, though, you have individual 
income taxes going off. You are also figuring that you are coming 
back to this committee to ask us to continue the 52 percent rate on 
corporations, 

Mr. Hucues. No; I believe that is part of the proposal which the 
Secretary has made. 
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Mr. Bocas. You mean you want us to do that now? 

Mr. Hucues. That is the proposal. 

Mr. Boces. Mr. Chairman, I did not know that. I was out this 
morning. This is a tax-raising bill. I thought Mr. Mills was exag- 
gerating a minute ago. 

You want us to do it all in the next few weeks, you mean ? 

Mr. Hucues. That is a little bit out of my field, but the Secretary 
made the statement today. 

Mr. Boces. How much money is involved in these taxes? 

Mr. Hucues. A total of about $8 billion in the whole package. 

Mr. Boees. For a full year of operation ¢ 

Mr. Hugues. Yes. 

Mr. Boggs. So that, assuming that this is not done, then your esti- 
mate for a full year of operation, of a deficit of $2.8 billion, is off by 
$8 billion in a full year of operation ? 

Mr. Hugues. No; this is the estimate for 1954. 

Mr. Bocas. For 1954. 

Mr. Huaues. Yes; that is right. The estimate for 1955, of course, 
we haven’t made up yet. It would be somewhat along the same order. 
But you would be faced with the additional loss of tax revenue if you 
did not continue the corporation tax, and you would be faced with a 
loss of revenue which would have to be included on the personal tax. 

Mr. Bocas. Yes; but the figures that you have submitted do include 
the continuation of the excess-profits tax for 6 months. 

Mr. Hugues. That is right. 

Mr. Bocas. And the continuation of the corporate structure beyond 
April 30 of next year ¢ 

Mr. Hucues. That is right. 

Mr. Boases. And the continuation of a similar amount of revenues 
from the excises which expire at that time? 

Mr. Hugues. Yes; that is right. 

Mr. Bocas. So that you have May and June, 2 months, of 1954, on 
the corporate and excise taxes, figures in this estimate ? 

Mr. Hucues. That is right. 

Mr. Boggs. So that if you did not have the excess-profits tax, which, 
in a full year of operation, would be about $2 billion, and you had 
2 months of excises expiring and 2 months of ¢ ve ate decreases, even 
in 1954 your deficit would be greater than $2.8 billion, would it not? 

Mr. Hucnues. You mean if we did not make those moves ? 

Mr. Beeas. That is right. 

Mr. Hucues. Yes. 

Mr. Boces. How much would that be? 

Mr. Huaues. Well, as a matter of fact, we have got it here under 
existing tax laws, 3.3. Because you have got the question of the 
effect of the Social Security also in there. 

Mr. Bocas. That is all, Mr. Chairman. 

The Cuarrman. Mr. Jenkins will inquire. 

Mr. Jenkins. Let me ask you a question or two, Mr. Hughes. 

On page 3 of your statement, you say: 

These are the heavy c. o. d. commitments which the President has spoken about. 


Apparently that is language that you use in the budget and in the 
Treasury. But what does that mean to the common layman? 
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Mr. Hueues. It is the common department store business of “col- 
lect on delivery.” 

Mr. Jenkins. Yes. Well, that is not the usual custom when, in 
Government appropriations, someone goes out and buys what he 
pleases and then comes in to collect for it, is it ¢ 

Mr. Hueuers. No. But, in effect, you are going to the shop and 
buying a piece of equipment, and you will tell them, “When you 
deliver it, we will pay you.” And when the delivery date is next 
year, that means you are faced with it next year. 

Mr. JEN KINS. That is what I thought. But I was surprised, down 
further, 2 or 3 lines from the bottom, where it says that ran on for 5 
years, anti it amounted to $96 billion. Could it be possible that we 
would do that kind of business so loosely till we ran into debt $96 
billion ¢ 

Mr. Hucues. Well, we have during the course of those 5 years 
authorized, or rather appropriated, sums which are $96 billion in 
excess of the revenues during that same period. 

In other words, we are building up for ourselves trouble for the 
future, in the extent of bills that we will have to pay at a faster rate 
than we are paying them off. We are accumulating deficits. 

Mr. Jenkins. What branches of the Government spend money like 
that ? 

Mr. Hueuers. Of course, the Defense Department is the primary 
one on that type of ap propr iation. They account for about 80 per- 
cent, or something like that, of the total. Then you have Mutual 
Security, which relates to defense. And those are the big places. 

Mr. Jenkins. Is there any limitation on the amount of money they 
can spend that way ¢ 

Mr. Hucues. The limitation of course, is the amount that is appro- 
priated for them. They cannot spend except what has been appro- 
priated. 

Mr. Jenkins. Well, if that amount was appropriated, how could 
there be a deficit of $96 billion ? 

Mr. Hugues. When you appropriate money, you, in fact, promise 
to pay it out of future years’ revenues to the extent that it affects 
future years’ business. In other words, if we buy an airplane for 
delivery in 1955 now, we appropriate the money now, but we don’t 
pay for it until we get revenues in 1955. So that it is a carryover 
proposition, which affects future years’ operations. 

Mr. Jenxrns. Then if we do not get enough money in 1955, we will 
still owe it? 

Mr. Hucues. Well, we will either owe it and run a deficit, or we 
will have to increase taxes in that situation. 

Mr. Jenkins. Is there any limit as to how far in the future they 
could order something like that? Could they order it 10 years in 
advance, for instance / 

Mr. Hucues. No; it is all governed by the requirements of the par- 
ticular period of construction. They present that when they present 
their proposals for appropriations. It is something which is going 
to take a lead time of 2 or 3 years, or in some cases 1 year, whatever 
it may be. And that is calculated out at the time it is passed by the 
Congress. 
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Mr. Jenkins. Well, what is the function of the Bureau of the 
Budget in cases like that? Does it have any responsibility to see that 
these promises are met, or that these payments are ready when the 
promises are fulfilled ? 

Mr. Hucues. The Bureau of the Budget’s job is to make sure that 
the amounts that are coming due during the year, as far as this par- 
ticular function is concerned, are set forth on schedule so that you 
know exactly what has to be met. 

Mr. Jenkins. Let us turn to page 4, the bottom of page 4 of your 
statement. You say this: 

In summary, we enter the fiscal year 1954 with a number of adverse factors in 
our budget picture scheduled to come to a focus in the fiscal years 1954 and 1955. 

Well, now, that is a kind of a startling statement to me, that you 
have things that are going to come to a focus in 1955. Is there any- 
thing that is going to come to a focus in 1955 that has not been appro- 
priated for? 

Mr. Hucues. Well, there will be, of course, the regular continuing 
costs of Government. 

Mr. JENKINS. You do not anticipate those. You reach them when 
you come to them ¢ 

Mr. Husues. That is right. But the extra and additional amount 
which makes the figure so large is the fact that during this past period 
there has been a building up of equipment and plants and machinery, 
and now these deliveries are coming in at an increasing rate, and 
reach the peak, so that you have to pay for more of them in 1955 than 
in the previous years. And that makes a heavier burden on your rev- 
enue and on your budget in that particular year. 

Mr. JENKINS. I see there that you state, in that paragraph: 

In summary, we enter the fiscal year 1954 with a number of adverse factors in 
our budget picture scheduled to come to a focus in the fiscal years 1954 and 1955, 

They are: The peaking of expenditures; * * * 

Mr. Hugues. That is right. That is what I was just talking about. 

Mr. JENKINS. That is budgetary language, but what does that mean 
to the ordinary civilian ¢ 

Mr. Hucues. That means that you are going to get more things 
delivered that you have to pay for than you have been in the habit of 
receiving, and that makes a bigger amount of money that you have to 
pay out in that particular year. 

Mr. Jenkins. Well, is that the case this year? 

Mr. Hueues. In 1954 and 1955. It is an ascending scale. 

Mr. Jenkins. Well, if that is an ordinary procedure, that would 
be no reason why you can argue that you have to have more money 
and you want this tax. 

Mr. Hucues. It is not an ordinary procedure if you can bring your 
budgetary operations under control. In other words, that is the work 
that is being done to reduce those amounts and to bring them down 
to a figure that you can live with and operate within, without incur- 
ring these huge deficits. That is where the job is in reducing ex- 
penditures. 

Mr. Jenkins. As I understand it, your argument and the argument 
of the Sec retary in favor of extending this iniquitous tax is that you 
need the money. There, you say, in peaking up the expenditures, you 
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are going to have more peaking up than you ever expected. Well, 
whose fault is that? 

Mr. Hueues. I think we have said here that that is on the basis of 
the situation as we found it. Now, you cannot change that. That 
is a 2- and 3-year operation all at once. It takes a little time to move 
around and make these changes, and that is what is being done now. 
That is what you ere running into arguments on with some of these 
military expenditures, straightening some of those situations out. It 
takes a little time. 

Mr. Jenkins. And you say, then, in No. 2, on page 5— 
as a result of tax reductions already in the law (which would certainly have had 
to remain only paper promises unless and until such reductions as this admin- 
istration has made and is continuing to make become effective). 

Well, what has this administration done, or what are you going to 
do, or what gives you the justification to make that statement? 

Mr. Hucues. Well, I think we have outlined in the memorandum 
there the reductions which have already been made in the 1954 budget 
proposals by the administration, in the expenditures that relate to it, 
and in the continuing work which is being done, and which is not yet 

Fully visible or effective. 

Mr. Jenkins. It would seem to me that those would be arguments 

favor of discontinuing this law. 

Mr. Hucues. It is a question of timing, as I see it. 

Mr. Jenkins. You think that is just a question of timing, that you 
want this $800 million to come in between that time and when these 
expenditures peak up, as you say? 

Mr. Hucues. Well, as the Secretary stated it, it is a question of 
whether a particular tax rate at this time, which is the excess- profits 
tax, which continues until the end of the year for the bulk of the cor- 
porations, should be reduced in rate now, or whether we should work 
toward reducing the group of them on January 1. That is his 
proposal. 

Mr. Jenxins. The third reason you mention there is— 
the overestimate of tax receipts for the fiscal years 1953 and 1954. 


Who has overestimated them? Who is responsible for that? 

Mr. Hucues. Well, those were the estimates that were put in the 
budget by various people in the previous administration. 

Mr. Jenxins. Well, if they are not accurate estimates, and still only 
estimates, you do not have to pay estimates. 

Mr. Hucues. No, but you have to be guided by the estimate of how 
much money you are going to get in. And that is what this is. 
A clearer view of the situation as developed now has found that the 
figures which were included in the estimates before have had to be 
reduced. And sometimes in the past they have had to be increased. 
We have a record of substantial changes over the year between the first 
estimate and the final results. Sometimes they are based on changes 
in conditions, and sometimes they are based on other factors. But in 

iny case, this particular time, despite the increase in actual revenue, it 
is not as great as they figured it would be. 

Therefore, we do not have as much leeway as we thought we had in 
considering those earlier figures. 
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Mr. Jenkins. I had concluded that a good budgeteer could come up 
with reasons to justify the repeal of this law just as well as he could 
the extension of it. 

Mr. Hucues. That is what we are working toward. We have not 
quite reached it yet. But if I did not think we could, I would not 
want to be here. 

Mr. Jenkins. If we decide we are going to repeal this law and let 
it die, then you will have to change your budget. 

That is all, Mr. Chairman. 

The CHarrman. Mr. Simpson will inquire. 

Mr. Simpson. Mr. Hughes, I bet you never had as hard a job in your 
life as you have today. 

Mr. Huenes. Well, it is an awfully hard job to 

Mr. Srmpson. Advocate a tax in which you do not believe ? 

Mr. Hugues. Exactly; as the Secretary himself stated. 

Mr. Simpson. The thing that I do not understand is the effect of 
these high tax rates. I believe that when rates are too high—and J] 
think the “Vy are too high tod: ay -the “Vv have the effect of decreasing the 
Government take. And I think the reason that eee was made 
by the last administration that exceeded the actual take by a billion 
dollars is the direct result of the excess-profits tax and the high per 
sonal income tax rates. Would you comment on that? 

Mr. Hueues. That may well have had an effect, because there is 
no doubt about it—present tax rates do approach the condition you 
describe. And if we, at this stage, had no excess-profits tax and were 
considering whether or not we should enact an excess-profits tax, I 
would be fighting it just as bitterly as anybody else. 

Mr. Simpson. Well, to the extent that the existing law has af 
fected the take on the part of Government by way of tax revenue, 
what is being proposed today puts a still heavier burden on industry, 
and will necessarily lead to a reduced income, will it not ¢ 

Mr. Hucues. That, of course, is a matter where it is very diflicult 
to get an accurate dollars-and-cents result. The answer to the ques 
tion of which tax has been the most damaging and reductive in its 
revenue effect is not alw: ays easy to give. 

Mr. Srwpson. Do you know of any that are more damaging in their 
effect on revenue than the exc ess-profits ti ix ¢ 

Mr. Hueues. Certainly, as far as many individual corporate tax 
payers are concerned, I would say, “No.” Nevertheless, it does bring 
in a certain amount of revenue Tee the actual coffers of the Gast 
ernment. 

Whether we could get more or not if we did not have it is some 
thing which I think you had probably better take up with the See- 
retary. I think he would be the one that would be much more familiar 
with that. 

Mr. Simpson. But you have an opinion on that point. In ao 
words, if we did not pass any excess-profits tax as requested, it is at 
least conceivable that we would pick up a part of that $800 etfs. 

Mr. Hueues. Oh, I have no doubt about that. 

If you had only the excess-profits tax, and it was in a vacuum, 
and you had nothing else to consider, I would say the revenue loss 
might be $800 million, although for future years the rate of loss of 
revenue might be much less than the annual rate represented by 


35078—53 0 








58 EXCESS PROFITS TAX EXTENSION 


$800 million in 1954. But in this case you have to consider the whole 
relationship between the various groups of taxpayers, which, as was 
explained by the Secretary, is the reason for his recommendation. 

Mr. Suwpson. Well, I am beyond the point where I think that every 
inequity will be cleaned out at one time, and so are you. It is nice 
to think about it, but it will not be done that way, and I would rather 
get half an apple than no apple. 

I wanted to ask you a little bit about the Bureau of the Budget. 
I have talked with other representatives of that agency, and I never 
got clear on it. 

You mentioned that deliveries are coming in today which have to 
be paid for, and maybe you said they were more than you had ex- 
pected. 

Mr. Hugues. No; I didn’t say that. 

Mr. Simpson. At any rate, deliveries are coming in, and they have 
to be paid for. Let me ask you: In every case are they items that we 
today need and want? 

Mr. Hugues. I think that that is one of the prospective sources of 
reduction in expenditure. 

Mr. Simpson. Is there a way permitted, under law, by which, if you 
find that something is now on order for delivery 6 months from now 
which you do not need, the order can be cancele d? 

(nd is it the police y to cance ‘| such an order ? 

Mr. Hucues The policy is to study and explore. And that is the 
job that, as I understand it, the Secret: iry of Defense and his staff 
are doing. 

Of course, we are cooperating to the extent that we can, but it is 
their primary job. Our job is an inciting and continuing pressure job 
as regards that. 

It is a matter of how far it has gone. For example, if a thing is 99 
percent completed, and you decide you do not want it, you cannot do 
anything else but take it. 

Now, at some stage in the operation there is still time to deflect and 
divert that material and that plant, you might say, into other fields 
of operation, where you can make the change. And that is the thing 
that has to be worked out and is being worked out, which should result 
in very substantial reductions in the total of defense expenditure 
over a certain period of time. 

Mr. Simpson. That determination is being made with the Depart- 
ment of Defense? 

Mr. Hugues. That is right. 

Mr. Stmpson. And not by the Bureau of the Budget ? 

Mr. Hvucues. No; the Bureau of the Budget is merely helping them 
with regard to the fiscal and financial side of it in keeping track of 
what is bei “ing done. 

Mr. Simpson. Now, with respect to the preparation of the Budget, 
assume for the moment that the Department of Commerce requests 
a certain amount of money. Does your Department hold hearings 
with them and determine the justification for it? 

Mr. Hueues. That is right; examining into the reasons and the 
basis and the relationship of those requests to the President’s policy 
with regard to the whole operation of the Government that particular 
department. 
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Mr. Sruupson. Now, do you have personnel that are skilled in know- 
ing the requirements of the Department of Commerce? 

Mr. Hucues. We have experienced personnel in each one of those 
divisions. 

Mr. Srupson. And you have that same type of individual with re- 
spect to the Department of Defense? 

Mr. Hucues. Yes. 

Mr. Simpson. Where are those individuals from ? 

Mr. Huaues. As a matter of fact, there was some discussion the 
other day. They thought we had such good people that maybe we 
ought to spare some of our people for them. 

Mr. Stwrson. Well, that might work. Are they military men? 

Mr. Huaues. No. 

Mr. Simpson. Of course, they have to be specialists. Are they fami- 
liar with defense requirements ? 

Mr. Hucues. Yes. 

Mr. Stmrson. Are they new personnel, or old personnel ? 

Mr. Hucues. They are old personne 1, experienced career people in 
most cases, some of them with a large amount of experience in per- 
sonnel matters. 

Mr. Morrison, the new Assistant Director of the Budget, was, up 
until last July, in the Defense Department, for example, and he un- 
derstands that Department thoroughly. 

Mr. Stmpson. One other line of questioning: If we should act on 
legislation to do all these several things requested, including the ex- 
cess profits, 1 would certainly want to put in some relief provisions 
on the excess-profits tax situation. Whyshould wenotdothat# That 
is, if equity requires it. 

Mr. Hugues. Well, I think that the proposal as made by the Secre- 
tary is to tr y to mi ake a pac kage that does not atte mpt to go into all 
of that. We would have two difficulties, as I understand it: One, the 
question of time, and secondly the question of interfering with the job 
of tax revision which is so prominently in the minds of both the Treas- 
ury and the Ways and Means Committee. 

Mr. Stmpson. Do you have in mind that if we should follow the 
Secretary’s recommendation with respect to excess profits tax and 
extend it as requested, then having in mind the revision later on, that 
we should at that time include relief provisions to the excess-profits 
tax, making them retroactive to correct these inequities with which I 
am sure you are familiar? 

Mr. Hugues. Yes, | am familiar with many of them. I think that 
it would be far oe ferable if we can really wipe the excess-profits tax 


off the books. As I say, I am speaking personally now, because the 
Budget Bureau has no particular position to take on that mi “ipo lf 
we could wipe the excess-profits tax off the books December 31, rather 


than patch it up and try to make it something which sadaied be con- 
tinued beyond that date, it would be wiser it seems to me. 

Mr. Stwpson. We were told this morning that there would be no 
request for extension. 

Mr. Hucues. Right. 

Mr. Srpson. But at the same time, we were told that these m: ny 
inequities—there was no specific reference to excess profits made 
these many inequities in our tax laws, we should try to correct them 
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all at one time. I do not like this question of correcting these in- 
equities under excess profits due to die by the Board, and so I say do 
you think that is a subject we might include in a bill next year? 

Mr. Hucues. Well, I think you really ought to talk to the Secre- 
tary of the Treasury on that. 

Mr. Sumrson. I know what he would s: 

Mr. Huaues. I would not have any aon on that as far as the 
Budget Bureau is concerned, because it is something which is not 
especially in our phase of the operations. Our job is in connection 
with the effect of these things on the revenue and not so much the par- 
ticular form of taxation or the adjusting revenues. We all know, 

least I am sure that Mr. Dodge and I feel very strongly, that the 
excess profits tax is a wicked, wicked, bad tax and we ought to get rid 
of it at the earliest possible time and finish with it. 

Mr. Simpson. I agree with you. Thank you very much. 

The Cuatrman. I would like to ask you a question. ‘There has 
been a proposal to cut foreign aid. I believe the President has recom- 
mended some cut there. Did you people study that situation ? 

Mr. Hucues. There has been a cut made, as you know, already. 

The Cuatrman. I know that, but did you people study that / 

Mr. Hugues. Yes, we studied it. 

The Cuarrman. Would you give us some idea of just where the cuts 
are to be made in the program abroad ¢ 

Mr. Hugues. It is pretty much at the present time reduced to a 
matter of a share or a portion of the defense budget, because most of 
the money that is being spent now under the present setup of the mu- 
tual security as it has been reduced is really an allocation of the cost 
of something which is being produced under the direction and the 
purpose of the whole defense picture. Some of it is being sent abroad 
because it can be used there more effectively and enables use to some 
extent of the personnel of those countries. That is better than wait- 
ing here for somebody to attack us. The other section of the mutual 
security amount is money which is being used to buy and build and 
provide equipment offshore in those countries themselves. Outside 
of that, there are only a very few items, such as special situations in 
Turkey and Greece where there is money other than direct or indirect 
military assistance. That is a pretty small total. We have not made 
any final or elaborate determination of the division of the cost be- 
tween the mutual security and defense department. That is still being 
worked out, I think. 

The CHarrman. Has it been brought to your attention that under 
the mutual security program they are planning rather a large building 
in Paris to house some eight agencies of that organization ! 

Mr. Huaues. I had not heard of that partic ular thing. 

The Cuarrman. Have any of you? 

Mr. McCanp tess. Yes, it is well under way, as I understand. 

The CuarrMan. It is well under way, did I understand ? 

Mr. McCano ess. I believe that is right. But I am not positive of 
that. I have heard of that. 

The Cuarrman. Have you any estimate of that? 

Mr. Hucues. I have no figures on that. We will get you figures 
on that. 

(The information is as follows:) 
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STATEMENT ON MSA BUILDING IN PARIS 


No decision has been made to construct an “MSA” building in Paris. Any 
proposal for the construction of a building would be subject to the normal budget 
and appropriation processes. To date, no budget request has been submitted 
to the Bureau of the Budget 

Construction of this building in Paris to house various Federal agency per 
sonnel, including those dealing with NATO and the regional mutual security 
program, has been under consideration for some time. The agencies concerned 
are considering whether such a move would result in efficiency and economy, 
taking into account the scope of future operations, relative costs, and total real 
estate requirements in the Paris area. The cost, estimated at $5 million, would 
be borne entirely by the United States and would be paid out of counterpart local 
currency available to the United States. The building would house 850 Ameri- 
eans and locals. 

The CuarrmMan. Have you figured how much we are supposed to 
conmennape to this proposed building, of which you will see a picture 
in the papers, for the United Nations, what proportion we are going 
to pay on that ? 

Mr. Huaues. Which do you mean on that? 

The Cuarrman. The United Nations is planning a large building 
in Paris, and there is a picture of it in the paper. What proportion 
are we going to pay on that ? 

Mr. Hugues. We will get you the information on that, too. 

(The information is as follows:) 


STATEMENT ON UNESCO Butr.pine, Paris 


The United States Government has taken no position on the construction or 
the costs of a building to house the activities of the United Nations Economic 
and Social Council. If a building were approved, the costs would be paid from 
the annual UNESCO budget, of which the United States contributes 33% 
percent. 

The Council has had under consideration for some time the construction of 
its own building in Paris. It now occupies the Hotel Majestic under lease 
from the French Government. The Government of France has offered a site for 
the building and a 30-year interest-free loan of $6 million to finance construction. 
Latest cost estimates total $7 million. 

The CHarrman. Have you any specific figures on the amount of 
this foreign relief that is going to England ? 

Mr. Huaues. No; I do not think that has been scheduled out at 
the present time. 

The CHatrrman. Do you not think it ought to be in the line of what 
the English newspapers are saying now, their officials, that they do 
not need any further foreign aid from us? 

Mr. Hueues. I should think that that should definitely be scheduled 
out as a program, and I understand it is being done, but has not been 
done as yet. 

The CuarrMan. But you are working on it? 

Mr. Huenes. Mutual Security is working on it and we will see it 
in due course. 

The Cuarrman. You will finally pass judgment on it? 

Mr. Hucues. Well, we will join in passing judgment on it; yes, sir. 

The Cuarrman. Is it not your belief, and you do not have to answer 
if you do not want to, that we can cut out a good deal of that foreign 
aid, without doing any harm anywhere? 

Mr. Hucues. I think there is a great deal in the budget tod: ay that 
can eventually be cut out, and I would say that unless we can find 
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specific things that can at sometime be cut out in foreign aid and in 
defense, both, we will not be able to bring the figure down to what it 
should be. Certainly foreign aid is one of the items that will have 
to be included in that study. 

The Cuarrman. Are you familiar with that waterway that is being 
built from the Mediterranean up to Lake Geneva, through France ? 

Mr. Hucues. No; I am not familiar with that. 

The Cuarmman. I will put you on notice, then, that such a water- 
way is under way. I have been there and have seen two dams. I think 
they cost over $5 billion. There are 20 more dams that have to be 
built and 46 power stations, and the French are not putting in a nickel. 
If that is going to be completed, who is going to complete it? If the 
French will not do it, who will? As near as I can figure it, it will be 
$15 billion more that our taxpayers will have to pay. I only am in- 
terested in seeing if we cannot get relief for our pepole. We have 
seen what Canada has done,and England. ‘The vy do not seem to worry 
about this te rill le peril that we hear so much about. They have gone 
ahead and have their industries going and picked up as a result of 
lowering the taxes and getting rid of excess-profits taxes. You are 
familiar with what the Minister of Finance of Great Britain had to 
say, and he feels that they ought to reduce taxes still further. 

I just bring those things home here because I know what an able 
man you are in the financial world. I feel that if you will look into 
it thoroughly, with your background and all, that you will see where 
a lot of these cuts can be made and properly so, in the interest of our 
own country. 

Mr. Hvucnes. I agree with you completely, that we are definitely 
working for that purpose, and not only casually but thoroughly and 
that there will be progress made. I do not think there has been ade- 
quate time as yet to do the things we want to do. I hope we will have 
a better report to make to you at some future occasion. 

7 met ‘AIRMAN, I hope it will not be too long. 

fr. Hucues. I agree with you on that. 

The CratrmMan. Mr. Kean will inquire. 

Mr. Kean. Mr. Hughes, I gather from your answers to Mr. Simpson 
with reference to his suggestion that we ought to amend this bill, that 
vou feel that there are so many inequities in this excess-profits tax that 
to correct a few would still leave a great many others and that you 
just could not correct enough of them to make this by any way a good 
tax. 

Mr. Huenes. I certainly do not believe you can make it a good tax, 
because I think Bat tax itself is bad. But the point is, I feel perhaps 
it is a wise and good solution to get rid of the thing in December 
rather than try to patch it up. That is the recommendation of the 
Secretary. 

Mr. Kran. I do not think we can make it a good tax by patching 
itup; do you? 

Mr. Hucues. No; I donot think so. 

Mr. Kran. Suggestions have been made for corrections, I believe, 
var h have been estimated would take away $500 million out of the 

700 million revenue, but I do not believe that that would correct 
nequities. Those are only the inequities that have been called to the 
attention of this committee. 
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Mr. Hucues. That is right. But not only that, the inequity works 
when you do not pay a cent of tax. The fact that you are getting into 
excess-profits taxes causes the operation of certain activities which are 
bad even if it does not result in paying any tax. 

Mr. Kran. Of course going along that line, stopping the productive 
use of the available money, in the excess-profits tax that goes up to 
82 percent ¢ 

Mr. Hvuenes. That is right. 

Mr. Kean. But we also have an individual income tax that goes up 
to 91 percent, and maybe 92. That certainly stops the product ive use 
of money, too, does it not, just as much as the excess profits tax ¢ 

Mr. Hue HES. We need to do both of those jobs and we need to do 
them badly. Youe annot do it b yw aving a wand. You have to do it 
by the patient elimination of these expenditures and then you have 
a basis to operate on. 

Mr. Kean. The only reason that more attention is given to the fact 
of the 82-percent excess pro fits rather than the 92, or whatever it is, on 
the individual, is that there are very few individuals and the amount 
of money does not amount to such a substantial amount. 

Mr. Hueues. I believe that is right. 

Mr. Kean. But you as somebody who has been connected with a 
bank probably know of the very large sums of mone Vy bel nging to 
these individuals in those brackets that are standing idle instead of 
being used for productive purposes. 

Mr. Hueues. There is no question about it. We can do a better job 
for ourselves, and we can get ourselves on a decent basis of taxation, 
but we will have to do it on the basis of the painful job of cutting 
expenditures and that is where the rub comes. 

The CuarrmMan. Mr. Byrnes will inquire. 

Mr. Byrnes. I am not going to get into the tax field, but I do want 
to get into this expenditure picture that you present to us. 

There is a table here. You are using the previous administration 
figures until you come to the last two columns, are you not? 

Mr. Hucnes. That is correct. 

Mr. Byrnes. What would the budget of expenditures be if projected 
into 1954 on the previous administration’s commitments and so forth? 
What figure would that be? 

Mr. Hueues. Into 1954? 

Mr. Byrnes. 1955. 

Mr. Huaues. As far as we know, I think it would be just a little 
bit lower than this, but not much. 

Mr. Byrnes. Seventy-eight ¢ 

Mr. Huaues. That is right. 

Mr. Byrnes. Under the revised estimate, you brought down the 
budget of expenditures for 1954 from 78.6 to 74.1. 

Mr. Hueues. Right. 

Mr. Kyrnes. What would you estimate the new program would 
provide in 1955 ¢ 

Mr. Huenes. I would say in order to do the job, we have to take 
some more out of 1954 before we finish and then end up with 1955— 
well, around in 1952 it was 66.1. I think you have to get somewhere 
in that neighborhood if you are going to do the job within revenues 
now in sight after the changes outlined in the President’s message. 
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Mr. Byrnes. What do you think you are going to be able to get it 
down to? 

Mr. Huaues. I say that is the minimum goal set by estimated rev- 
enues, and I think we can do it. 

Mr. Byrnes. That you can get it to 62? 

Mr. Hucues. No, 66 or 65. 

Mr. Byrnes. That is what we had in 1952? 

Mr. Hucues. That is right. That is not an easy thing. We can- 
not do it by just saying it. And do not hold me to a promise now. 
That is something we are working toward. 

Mr. Byrnes. On that basis if we would do nothing about the tax 
picture, except to let the expiration go into effect as scheduled, it 
would just about reach the 1955 expenditures, would it not? 

Mr. Hucues. Just about. If we made the changes that the Secre- 
tary ts ae about. it would just about make it. 

Mr. Byrnes. If you made the changes? 

Mr. Hucues. If we made the extensions, let the personal-income tax 
expire and the EPT expire at the end of 1953. 

Mr. Byrnes. What effect would the continuation of the 5-percent 
corporate tax have ? 

Mr. Hucues. That is included in there as a continued operation. 

Mr. Byrnes. You would have to continue that ¢ 

Mr. Hueues. Yes. 

Mr. Byrnes. And you would continue the excise-tax rates? 

Mr. Hucues. That is right. 

After 1955 you have a chance to make some further cuts, even on the 
ordinary operations. 

Mr. Byrnes. If you make it to 66, that is pretty good. That is your 
ambition, to get it down to about $66 billion of expenditures ? 

Mr. Hucues. That is right. 

Mr. Byrnes. And then in the picture we can expect a tapering off 
after that, can we not ? 

lr. HuGues. I would think so. Of course, if you can tell me what is 
going to happen in a lot of these international matters and so forth, I 
can speak more assuredly. 

Mr. Byrnes. I am speaking, of course, of a continuation of more 
or less the same picture we have today. 

Mr. Hucues. Yes. 

Mr. Byrnes. That is what you are basing your 1954 figure on, as 
far as that is concerned. 

Mr. Hucues. That is right. But we always have to put that caveat 
in. Otherwise we might be misunderstood at some time. 

Mr. Byrnes. I was = trying to see where we were going a little 
beyond this next fiscal yea 

Mr. Huaeues. We need to do that, if we are going to do the job that 
we are setting ourselves to do right now. So you see that is still quite 
a ways to go. But itis within reason. It can be done, I am satisfied. 

Mr. Byrnes. I believe that is all, Mr. Chairman. 

The CHatmman. Mr. Baker? 

Mr. Baxer. No questions. 

The Cuarrman. Mr. Curtis. 

Mr. Curtis of Missouri. I would like to ask one or two questions 
about the budget itself, Mr. Hughes. 

Mr. Huenes. Yes, sir. 
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Mr. Curtis of Missouri. First of all, with regard to these mutual 
security expenditures, do you, in estimating our budget or our income, 
include the various funds that we have abroad that are frozen? 
Counterpart would be one of them, of course. 

Mr. Huenes. That matter is being threshed out right now. We 
believe they should be included. If they are, of course they will not 
affect the net picture because they will be offset by the amount received 
by the Treasury in exchange for what is used over there. So there is 
no effect on the net situation. 

Mr. Curtis of Missouri. Well, it certainly has an effect as far as 
the taxpayers are concerned, because if we use those funds that we 
have credits abroad for appropriations, to meet appropriations, we 
do not have to hit the taxpayer for them. 

Mr. Hucues. Yes. Except that they will either do one or two 
things: Either they will have to pay it out abroad and not take it into 
either side of the budget, or they will have to include it in the appro- 
priations and then show a credit on this side, so that is the net result 
as far as the taxpayer is concerned. Providing, of course, that they 
are under control. That is where the point is. 

Mr. Curtis of Missouri. That is not my understanding at all, sir, 
and as a matter of fact I tried to get an amendment in last year to the 
mutual security bill to insist that before they used any funds, from 
our taxpayers, that they first start using the funds that were frozen 
abroad. The State Department came before us in the last session 
of Congress and asked for $90 million for their foreign-building pro- 
gram, and they said it would not cost the taxpayers any money at 
all because this money is part of the frozen money abroad, so: you 
might as well vote it. Incidentally, I tried to stop it unsuccessfully. 
Nonetheless, I got into the thing, and I found that it is true, that those 
moneys can be used for various things abroad. That is an additional 
source of funds which, it would seem to me, could be considered 
reaching this balanced budget. 

[ am talking about several billions of dollars, as you probably know. 
I do not know what the exact figure is. 

Mr. Huenes. They do not run up to that much now. It approaches 
a billion dollars, perhaps. 

Mr. Curtis of Missouri. I think with your counterparts, and the 
sales from surplus property abroad, they run around $2 billion, as 
I recall the figure. That is a sizable c ‘hunk in balancing our mutual- 
security program, and could go a long way to assist in balancing our 
overall budget. 

On this matter of —— 

Mr. Huaeues. Before you get off of that, let me say that a lot of 
that money is being spent now for things which would perhaps be 
spent, anyway, in some other form if it was not being spent for that. 

Mr. Curtis of Missouri. You mean we would be giving it for foreign 
aid or something like that? 

Mr. Hueues. Yes; or it is for facilities we are using or some par- 
ticular, necessary function that we have to perform in cennection with 
being over there. It is quite a bit of judgment as to where those 
particular things come in. They should be under control. 

Mr. Curtis of Missouri. Let me give you an example of where you 
could use it. We balance Austria’s budget. In other words what- 
ever Austria’s deficit is, we make it up. France, England, and Russia 
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all charge the Austrian Government with their occupation costs. We 


pay ourown. We have counterpart funds in France. We could well 
use that $20 million in counterpart funds in France to take care of 
our oc ‘upatio! costs in Austria. so we would not have to hit the tax- 


payer for another $20 million. I have seen them juggle those figures 
time and again, and I am satisfied that all we have to do is to dig into 
them and follow that little ball around or that little pea under the 
shell, and we will find out that we actually can save our taxpayers 
sizable sums of money that are available. I appreciate that the argu- 
ment is used that we do not want to withdraw those funds because it 
would hurt the economy of those countries that owe us that money. 
That can be a fair argument. But that is the extent of the argument 
that I have heard that actually holds water. 

I again suggest, sir, that the Bureau of the Budget should have 
accurate figures as to just how much those funds amount to. I believe 
it is around $2 billion. — is some place where we could balance 
the budget right now, or not balance it, but help reach that objective. 

Mr. Hueues. That I am glad to say we are working very definitely 
on. I agree with you that there are a lot of things that can be done. 

Mr. Curtis of Missouri. Incidentally, sir, if they are spending any 
of that fund, and I know they have been, without authorizations from 
the Congress, I certainly hope that the Bureau of the Budget is look- 
ing into it to protect the Congress a little bit. Sometimes we seem 
defenseless. 

Mr. Hucues. Very definitely we are. I can tell you that is a mat- 
ter of immediate attention, just right now. 

Mr. Curris of Missouri. I was interested in your figures on that 
$96 billion of sort of c. o. d. obligations that we have. Is that in- 
cluded in our estimates of the Federal debt? That is, roughly $260 
billion ? 

Mr. Hucues. No. The part that has not been spent, which is now 
remaining at the end of the year, $81 billion in the report I gave you, 
is not included in the Federal debt because it has not been p: rid out. 

Mr. Curtis of Missouri. But under any cost accounting, if you were 
working for a company, would you have to add that $96 billion? 

Mr. Hvueues. Except that the Federal Government, as you know, 
is on a cash basis and therefore it does not include that. There are 

1 lot of other things. For example, we have commitments on a lot 
of projects throughout the country that involve millions of dollars of 
one type or another. They are not in there, either. 

Mr. Curtis of Missouri. Of course from any realistic standpoint to 
estimate where we are going to, we have to consider them. Among 
those are social security. As I understand it, the estimates of our 
obligation runs around $275 billions of dollars. I do not believe that 
is over and above what we might take in. But in the next 10 years 
we will reach the point where the amount of money we take in from 
the social-security tax will not be paying for the benefits. Have you 
gone into that? 

Mr. Hucues. No. That is a matter of major policy which, as I 
understand it, is in discussion right now particularly at the Treasury, 
and they are working on that special problem, because it is a matter 
of much more than this current year. It is a matter which, as you 
say, is a very important one in subsequent years. 
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Mr. Curtis of Missouri. Yes. I just want to see what we are doing 
because the Secretary of the Treasury has recommended, as you know, 
that among other things we do not increase the social-security tax. 
Actually, that is going to mean that at some re we are going to have 
to make that up in the way of additional taxes somewhere. Right 
now it does change our cash picture because it is the difference between 


} 


the amount we take in and the amount we are now paying out under 
social-security benefits that goes into our Treasury, is it not! 
Mr. Hueues. That is right. It does not affect the income revenue 


or the expenditure, but it caoes affect the amount of cash that you have 


to othe rwise raise by Se lling bends to somebody outside. 

Mr. Curris of Missouri. Yes, and you are actually just going to 
make it worse as the time comes when we reach the point where our 
social-security tax take is equal to the benefits. That will be within 


the next decade. 

Mr. Hucues. Yes. But the Secretary of the Treasury, who is the 
one who has that particular responsibi li ity, is working on it, and has 
made the recommendation that as far as this year is concerned that 
be done. I think that it is a much bigger p nob m than any one year. 

Mr. Curtis of Missouri. You are more or less concerned with the im- 
mediate thing but it would seem to me that onneta be very much within 
the pur iew of the Bure wu of the Budget. 

Mr. Hueues. It is. It is, but we cannot have everybody working 
on the same thing. That particular thing is more of a tax question 
than a budget question at the moment. We shall, of course, keep in 
touch with it and go into it. I am glad to have it pointed out. 

Mr. Curtis of Missouri. Mr. Hughes, some of my good colleagues 
from the other side were having a lot of fun there on the fact that 
we are not going to be able to balance the budget as quickly as we 
wanted to, or cut taxes. I was just wondering if you have made 
an estimate of how much tax increase we would have to vote if we 
were going to balance the budget based upon the Truman budget ? 

Mr. Hucnes. Well, we have given these figures here. For 1952, 
1953, 1954, and 1955 we would have had a deficit totaling $37 or $38 
billion, which would have had to be provided in some form. 

Mr. Curtis of Missouri. It seems to me that the humor comes from 
the fact that we now find ourselves confronted with books that have 
been juggled way beyond any anticipation. I do not regard it as 
too humorous, myself. 

Mr. Hvenes. It is not funny, but it is a situation that we are faced 
with, and we will have to work out of it. It is not something that 
you can, unfortunately, say “We will start out with a new, clean slate 
and forget what has gone before.” 

We have to use the heritage that we have left and try to work out 
of it. 

Mr. Curtis of Missouri. Now I have one general question or a brief 
series of general questions. I was happy to hear you say that you 
thought this particular tax, the excess-profits tax, a vicious and 
bad tax. In talking about a balanced budget, the thing that has im- 
pressed me, and I have not heard much discussion about it, is that 
it does no good to balance your budget based upon an unrealistic 
income. 

Mr. Hucues. That is right. 
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Mr. Curris of Missouri. In other words, if this income, this tax 
take that we are taking from our economy, is actually undermining 
our economy, I do not see where we are benefiting by this balanced 
budget. We are just talking about a cash balance. I might say 
on theory you could always balance a badunel with a capital lev y. I 
suggest, sir, that quite possibly this excess- profits tax is amounting to 
a capital levy, as far as our overall economic system is concerned. 
If it were, and using the Secretary’s words that we do not want to 
gamble with this country’s economic security, isn’t that in itself 
gamble with our country’s economic security, just as much as a budget 
that is a little more out of balance? 

Mr. Hueues. We get back to the point there which I just men- 
tioned before. Iam sure that if we were faced today with a question 
of putting on a new tax from the statements of both the President 
and Secretary of Treasury, that we would not be recommending an 
excess-profits tax. But we are in a position where we have to work 
and start with what we have at the moment and work out of it. I 
think it is only a question of timing whether it should be June 30, 
which is in effect a reduction in the rate, or whether we should make 
it an even sweep on December 31. That, as I understand, is the rec- 
ommendation of the Secretary. 

Mr. Curris of Missouri. 1 appreciate your statement on timing, 
but in one way I am sorry that you and the Secretary so readily agree 
that this was a vicious and bad tax, because simply by stating ‘and 
using those words, the full import, the meaning of those words, is 
lost. For 2 years I was on the small business committee and we had 
hearings all over this country, listening to the individual cases of 
small-business men as this tax affected them. When you go into the 
details of why this is a vicious and bad tax, you begin to appreciate, I 
think, why this actually is undermining our economy. I do not agree, 
incidentally, with the position taken here that we are just going to ease 
the burden of a few people. This is not a tax, as I see it, on a group 
of people as much as it is a tax on initiative and on growth, growth 
of our economic enterprise. If you actually have a tax that is un- 
dermining that growth and destroying it, you are actually digging 
into the tax base. You are actually eating into capital, as I see it. I 
do not think it is any particular segment of industry, it is any industry 
that has new growth. It is anyone who actually goes out and through 
ability and endeavor is going to build up a business. That is what I 
say we are undermining. I suggest that it is entirely possible that to 
gamble with that for 6 months more is a much greater gamble than 
that $800 million that you estimate might be lost and the fact that 
we would be that much further away from a balanced budget. That, 
to me, is the issue, sir, and I think it is an estimation of which is the 
greater gamble. I would like your comment if you would care to 
make one on that. 

Mr. Hucues. Well, you cannot say anything about the tax which 
is more than I can say, and feel about it, as far as that is concerned. 

However, we do have the tax. I think the recommendation has 
many facets. It is not merely the $800 million, it is not any one of 
these one factors alone, but it is the combination of all of them, and 
the situation that we are practically in a position where the tax con- 
tinues anyway until the end of the year for most companies. The 





EXCESS PROFITS TAX EXTENSION 69 


problem of either terminating it June 30 or December 31 is a matter 
of the rate applied, which is important but is a matter of degree. All 
those things taken together, you might say it is the choice of the lesser 
of two evils. Neither one of them is a hi ippy choice and a hap py 
situation to be in. As the Secretary said, up until very recently he 
was still hopeful that the job could be done so he would not have to be 
faced with this question. But we are faced with it. What we want 
to do primarily is to continue the job of bringing the budget into a 
total of expenditures which will permit not only that change but per 

haps other changes and get, at last, control of the fiscal situation of 
the Government. 

Mr. Curris of Missouri. In other words, sir, apparently you and 
the Secretary are not as concerned as I personally am of the extent 
to which I see our tax structure is actually undermining our economy. 
You see, to me there is no sense in talking about balancing the budget 
unless you first estimate what your real income can be. That, it 
would seem to me, would be the very first thing to talk about, “What 
is our realistic income without undermining our economy,” and then 
you sort of fit your suit to the cloth that you have. 

Mr. Hucnes. That is a pretty long-time job. You cannot do that 
right off the reel. In addition to which, you still have a total of ex 
penditure that you have to meet, that you cannot change overnight. It 
Is going to take a little time to do it. <A lot of the taxes are bad. I 
do not think the excess profits tax is the only bad tax we have. We 
have a lot of taxes that are too heavy, restrictive, in the volume we are 
paying. For instance, Mr. Clark, in his theory on the burden of taxa 
tion, has said our tax take in total is so high as to be a danger of 
itself. But you do not change the cost of Government by merely 
changing the taxes. You have to reduce the cost of Government if 
you are going to make a real, honest-to-goodness change in the taxes. 

Mr. Curtis of Missouri. I was suggesting that you better figure 
hat our realistic budget income could be, because there is no budget 
alive that you cannot balance. We simply say we have so much money 

id relate our expenses to that amount. It ultimately comes to this 
question of whether or not we feel that the threat of Russia is greater 
than the threat to our internal security. We both recognize two 
enemies.’ I think it is about time we take a more realistic approach Ol 
the actual threat of Russia and also a more realistic approach as to 
what we are doing to our economy in this tax structure. 

Mr. Hugues. I think we have to continue to build up a public appre- 
lation of that throughout the country. 

Mr. Curtis of Missouri. Thank you. 

The Cuarrman. Mr, Simpson will inquire. 

Mr. Simpson. Mr. Hughes, is there any way that you know of to 
measure the effect of a billion dollars as a deficit on inflation ? 

Mr. Hueues. No. No: I have thought of that many times, Mr. 

Simpson, and I have studied it and te alked about it with some of the 
best students of that subjects I know of, who were as qualified as any 
we would talk to. And there is no dollars and cents, or no direct 
connection that you can build in. We do know it has an effect, when 
you build up deficits you destroy the purchasing value of your dollar— 
that is inflation. But just because you increase it a dollar here or a 
dollar there, I do not think you can either in time or in amount build 
upany relation. I have never seen it done. 
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Mr. Srmpson. And yet you do make a relation because you say we 
need the $800 anil on in order to come nearer balancing the budget. 

Mr. Hueues. That is right. 

Mr. SIMPSON. I say, and you agree, I think, that the excess-profits 
tax itself is inflationary. We have deemed it that way. We have 

‘alled it that for several years. Ithink youwillagree. — 

Mr. Hucues. That is right. 

Mr. Simpson. So when you make a very major point, you go against 
your personal beliefs, of excess profits on a long range picture, you go 
against your perso! ial belief to that extent. 

“Mr. Hucurs. No. If I went for long term I certainly would. I 
wouldn't do that. But we are faced with a situation that I think I 
have to repeat, that it is not so much an end to the excess-profits tax 
a this point as a change in the rate of excess-profits tax for the calendar 
year 1953 only. And which is quite a different proposition. 

Mr. Simpson. If I were to say that, I would think that I was quib- 
bling. Ido not think you are. But it is very major to certain cor- 
porations that I know of. 

Mr. Hucnes. Itis. Itisa matter of degree. 

Mr. Stwpson. I go back now and say that you must have had some 
reason for asking it, and I thought the reason was that you feared the 
more eats deficit would be inflationary. More, that is, if the deficit 
is $800 million greater than it would be with the tax. You balance 
the interest there and say, “Well, we had better have the tax and 
lessen the chance of the inflation that $800 million would induce.” 

Mr. Hueues. I think the Secretary coupled that with the fact that 
it would involve the question of the personal income tax, and that the 
total together would be considerably more than the $800 million. I 
think that has the basis of his judgment as expressed by him this 
morning, and as I have heard it before. 

Mr. Stmpson. Yes; coupled with. You are going to permit that 
anyway. Thatis your intention at the moment ? 

Mr. Hucues. Thatisright. But ata different rate. 

Mr. Simpson. At the fir st of the year? 

Mr. Hucues. That is right. 

Mr. Srmpson. At the same date this one will run off ? 

Mr. Hucues. That is correct. But if you let the excess-profits tax 
expire, then, according to the judgment he expressed, it would involve 
also the cutting off at the same date of the personal income tax, and 
that would be a total burden which he was concerned with. 

Mr. Srvpson. I had not heard that before. 

Mr. Hvucues. That is what he expressed today. 

Mr. Simpson. I missed that. If the excess profits were to run off 
in June, then we should also let the personal income run off. 

Mr. Hucues. You have to at least consider the two together because 
excess-profits-tax expiration would favor one group against the other. 
That was a definite part of his decision. 

Mr. Simpson. Is the principal purpose, then, to renew the excess 
profits or to kill the other one? I should have asked the Secretary. 

Mr. Hugues. I think as he expressed it the principal purpose is 
to make sure both taxpayer groups get fair treatment. Apparently 
he would have liked to have done both jobs on June 30. Now, he 
finds, he cannot do that on June 30, and, therefore, he makes both 
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effective December 31. I think I am expressing correctly his state- 
ments of this morning. 

Mr. Simpson. Thank you, sir. 

The Cuatrman. Possibly if the Secretary cannot do it, we can up 
here. 

Mr. Hugues. That is another story. 

The CuarrMan., Is this not true: that while your tax rates are high, 
and they are usualh | ssed on, that is inflationary when it goes into 
the prices of what the consumers pay for what the corporations 
produce ¢ 

Mr. Hueues. I believe that very definitely. 

The Cuaiman. And if you take the 10-cent-store people and they 
find their sales are falling off and their profits going down, do they 
raise the prices of everything to try to recoup it? 

Mr. Hueues. Not as a general rule, although it has been done in 
some cases—iIn gas tations, for example. 

The CuarrmMan. What do they do as a rule? 

Mr. Hugues. They cut prices and increase volume. 

The CuarrmMan. And that immediately picks up their sales and then 
th V begin to make a profit. That is exactly what will happen when 
you follow the plan we have for H. R. 1, to give tax relief, and let the 
iniquitous tax that everyone has indicted here worse than any crimi- 
nal it reminds me of a story of a lawyer at home who sometimes 
imbibed a little, who was before the court. The court said, “Do you 
know of anything in the law by which your client can escape?” And 
he said, “Yes, sir: I do. There is a little chink in the common law 
that is worn smooth by the scoundrels that have escaped through it.” 

Mr. Hueues. I] ho} e we can find that chink for every one of us. 

The Cuarrman. I want to say, Mr. Hughes, you made a very fine 
statement. We appreciate your appearance here and that of your 
associates. 

Mr. Hucues. I have enjoyed being with you very much, sir. 

The Cuaimrman. The committee stands adjourned until 10 o’clock 
in the morning. 

(Whereupon, at 3:45 p. m., the hearing was recessed, to reconvene 
at 10 a. m. Tuesday, June 2, 1953.) 
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TUESDAY, JUNE 2, 1953 


House or Representatives. 
COMMITTEE ON Ways AND MraAns, 
Washington. D. ( 


The committee met, pursuant to recess, at LO a. m., in the main heat 
ing room, Hon. Daniel A. Reed, chairman, presiding. 

The CuamMan. The committee will come to order. 

This is the second day of public hearings conducted by the Com 
mittee on Ways and Means on the President’s recommendation to 
extend the excess-profits tax for 6 months. 

Today we are scheduled to hear testimony from 15 witnesses who 
come to us from industry to advise us as to their experience under this 
law. The first witness we have the pleasure of welcoming is Mr. 
Elisha Gray, president of the Whirlpool Corp. of St. Joseph, Mich. 

Mr. Gray, will you come forward’ We will be very glad to hear 
your testimony and have you explain these charts of yours. 

Will you state your name for the record and the purpose of your 
appearance here ¢ 


STATEMENT OF ELISHA GRAY, PRESIDENT, WHIRLPOOL CORP., 
ST. JOSEPH, MICH. 


Mr. Gray. My name is Elisha Gray. I reside in Bentor Harbor, 
Mich. Iam president of the Whirlpool Corp., of St. Joseph, Mich., 
which manufactures home laundry equipment. We manufacture 
home laundry equipment for the American housewife, that is, washers, 
driers, and ironers. 

it isa privilege for me to appear before this distinguished committee 
of the Congress. I appear before you in opposition to the proposed 
extension of the excess-profits tax. 

My company, and Lam sure that this can be said for the overwhelm 
ing majority of American business, wants to pay its fair share of the 
taxload which the Congress determines is necessary for the security 
of our country. We wholeheartedly agree with the administration s 
pohey of balancing the budget as fast as possible, and of creating a 
staole dollar, but we disagree with this detail in method suggested 
to achieve these goals. 

It is my understanding that the regular corporation normal and 
surtax will produce in calendar 1953 approximately $22 billion, and 
that the excess-profits tax which is being considered for extension 
would produce about $800 million for the last 6 calendar months of 
this year. I understand, also, that approximately 50,000 growing 
companies pay this excess-profits tax, that is, 12 percent of all taxable 
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business corporations. In other words, 1 out of 8 of our businesses have 
grown greatly in the last 6 years and, therefore, they are asked to pay 
82 percent on their growth business. 

The issue before us, then, is simply this: Is it fair and, more im- 
portantly, is it wise or sound fiscal olla , to raise this $800 million by 
taxing, at an almost confiscatory rate, the one sm: all segment of Amer- 
ican business that embodies the best “ake for our future prosperity ? 


Let’s look at this 12 percent of the business economy. There are 
the businesses which have grown ristendiaiie since 1946. They’ve 
grown because they have been vigorous. They have been dynamic. 


They have been willing to take fraps They are the companies which 
have developed new produc ts that are really wanted. They are, in the 
main, small companies. ‘These are the companies which have opened 
up new jobs. 

It is from these compani¢ s that this $800 million is to come. Not 
from the old and the well-established but from the young, the small, 
the new and growing companies. 

No tax was ever given a more misleading label than this excess- 
profits tax. If this tax were characterized correctly as the 82-percent 
tax on growth, I seriously doubt if the law would ever have been passed 
in the first place. 

I don’t need to elaborate that we already have on the statute books 
two laws which very effectively siphon off any unreasonable profits 
which are derived from military production -the Contract Renegotia- 
tion Act and the price redetermination legislation. I can testify from 
personal experience that these two laws do the job effectively. 

You will observe from the figures that follow that the excess-profits 
tax is a tax primarily on growth. 

To emphasize the absurdity of the excess-profits tax in its practical 
application today, and not to be facetious, I would ask you, Would 
it not make more sense to draw lots to determine who should pay this 
$500 million? By the law of chance, at least, 7 out of 8 of the growth 
comps :nies would still have an opportunity to grow. Such a proposal 
to draw lots, absurd as it is, is still less objec tionable, to my mind, than 
for the Congress to extend the law which everyone, including the 
supporters of the extension, admits to be unjust, unfair, unworkable, 
and unwise. 

Plainly, there are already many alternative ways to raise an addi- 
tional $800 million from business if it is already needed. You gentle- 
men know these ways and you are perfectly competent to enact them 
if you deem it necessary. I venture, however, that you cannot con- 
ceive of a way more unsound from everybody’s point of view than an 
82-percent tax on growth. 

"'e this matter the Congress should not bow to expediency. It is 
never too early to rectify a profound tax injustice. 

Weare, all of us, sensitive to the possibility of a softening in business 
which will result in possible unemployment. The nearest thing to an 
insurance policy that this country could take out to prevent this 
softening from happening is to let our growth companies grow. 

As an example of what the excess-profits tax can do to a business, 
may I show you how it affects my company, the Whirlpool Corp., of St. 
Joseph, Mic h. 

We have been in business for a long time, but until World War IT we 
were a relatively small sompany. Our real growth began only after 
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the war, through the development of our automatic washers and 
dryers. 

During the 3 years of the excess-profitts tax, 1950 to 1952, and the 
highest corporate income tax in history, we looked prosperous on the 
books. We took in $285 million. We paid out $257 million. Our 
stockholders received $4.2 million. We showed a net profit before 
taxes of $28 million. Actually, with all those dollars, we were capital 
poor, because the need for operating funds to run the business had 
increased by $32 million. 

How could this happen ? 

Our capital needs has expanded by increased volume and larger em- 
ployment. We needed more working dollars for expanded customer 
credit, for additional materials for production, for increased factory 
facilities, and for extra operating cash. 

Our difficulty is simply this, a head-on collision between our ex- 
panded need for capital and a tax system that does not leave us with 
enough retained earnings to finance the increased volume of our busi- 
ness without going heavily into debt. 

It works like this: 

Let us assume that we do about $60 million worth of sales. In our 
operation we have averaged to net 10 percent profit before taxes on 
sales, so our profit would be $6 million. Under the existing tax sys- 
tem we would not be in the excess-profits tax bracket. After we had 
paid our normal corporate income tax of 52 percent, there would be 
left $2,880,000 for payment as dividends to our stockholders and as 
retained earnings for the business. 

Now look at the other side of the medal. We are a vigorous and 
dynamic company. Let us assume ,as was actually the case in 1952, 
that we double this volume and do $120 million of sales. 

What have we really accomplished ? 

Having doubled the volume of sales from $60 million to $120 million, 
we have realized another $6 million of profit before taxes. 

And therein lies the rub. It is this additional $6 million in profit 
on our growth sales which puts us in the excess-profits tax bracket. 

So we must now pay a tax of 82 percent on this added growth. 

Where have this leave us? 

After modest dividends to our stockholders, we have left only $700 
thousand of seed corn to plow back. 

How do you carry $60 million of growth sales on $700 thousand ? 

Try to put yourself in my position. Am I justified in permitting 
my company to continue its growth? Is it prudent management to 
want my company to go forward as a vigorous, dynamic, and competi- 
tive business when under the excess-profits tax additional growth can 
only weaken the business ? 

Let me show you how this works. 

Now I would like to refer to these charts. In so doing, I may miss 
the script slightly. 

This chart indicates our situation in 1949 when, despite the growth 
of our business, we could still finance ourselves largely through our re- 
tained earnings. 

We have shown in the left-hand corner column our need for funds, 
the money needed to run the business; and it is divided into two sec- 
tions—plant and equipment. ‘That is, the factory buildings and ma- 








76 EXCESS PROFITS TAX EXTENSION 


chines in them and the operating funds. Under operating funds I have 
included the ordinary accounts of inventories, accounts receivable, and 
the normal accounts of a running business. 

Now in the other column I show how we got the money to finance 
this business. At this point in our history we had accumulated re 
tained earnings of $8.9 million and we had accounts payable of $3.5 
million. 

If I may e a lain that a minute, we pay our bills twice a month, so 
that at any given time we have material in our plant and accrued 
items which really are being financed by our suppliers’ credit. So that 
our accrued items and accounts payable help to finance the business 
to the tune of $3.5 million. 

Now, we had a tax bill in the prior year of $1.9 million, but we do 
not have to pay except quarterly, so we use it as an operating fund, 
and we had a bank loan of $0.7 million. 

Now, if we move into 1950, with the excess-profits tax piled on top 
of heavy corporate taxes, we were not allowed to retain enough earn- 
ings to enable us to meet our expanded capital needs. Now we have 
a capital gap. Our needs have expanded because of our sales and 
employment to a total here of $25 million, of which we have increased 
our factory from the previous year of almost a million dollars; extra 
operating cash of 4; expanded customer credit, 3.6; additions il mate- 
rials for inventory and production, $1 million; a total of 25 needed 
to run this business. 

Our accumulated earnings, as you see, took care of $12 million of 
it; and we are working the accounts payable, which provide $5.7 
million; but our capital gap is then $7.7 million, This time we had 
to go to the banks in earnest, and we borrowed $3.5 million. Our tax 
bill was greater because of our greater activity, and so we have $4.2 
million of Government money which is accrued but is not yet due. 
We use it as an ordinary operating fund until the due date. 

Now, if you will follow with me, in 1951 as our growth continues 
we - going from bad to worse in a financial situation. Our needs 
now, by this same reasoning—and I will skip through it unless you 
have some questions—our needs are $31 million, and we have a capital 
gap of $10 million. We close that by our previous bank loan we 
inherited of $3.5 million, and we made another trip to the bank, bor- 
rowing $1.1 million. We have tax moneys accrued but not due of 
$5.5 million, and we are operating on those. 

So that is the way we closed the gap in 1951. It is starting to 
geta little thin. 

In 1952, because our growth is still continuing at a strong pace, 
we are on the thing edge of financial security, although we look 
prosperous on the books. Our increased money needs now bring us 
to $47 million, and it produces a capital gap of $19.8 million, just to 
keep the business solvent. 

This time we issued preferred stock of 3.6. We inherited this bank 
loan from the previous year. Now it is paid down slightly to $4.4 
million, because long-term bank loans become due each year in install- 
ments. But we made another and a recordbreaking trip to the bank 
and borrowed $5 million. Our tax moneys owed or accrued but not 
yet due—and we do not pay them until the due date arrives; we have 
no reserves for them—is $6.8 million. 
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Now, I think at about this point you gentlemen would have agreed 
with my board of nee who said, “Just a minute; this finance 
growth record is great, but let us stop and add up the score and see 
how much farther we should carry this thing.” 

Now, in 1953 I would ask how much further can we stretch this 
capital gap and still stay in business¢ The growth has brought us 
to a money need of $52 million, and while, although we have plowed 
back 70 percent of our earnings every year for the last 10 years, we 
still have only accumulated that much with our accounts payable 
because of our increased velocity now, up to $11 million, which we 
used to finance it, but our gap is still $21 million. 

Our preferred stock, of course, is still with us. Our bank loan 
is with us. We have not increased it because we do not think we 
can make another trip to the bank. We are just about done. But 
our tax moneys have risen to $9.4 million. I wake up in the night 
and wonder what we should do for funds to pay that tax money if we 
should fail to make a profit in any current month of operation, because 
it is out of those profits that this money must be paid. 

Now, I have been talking about dollars. Dollars are really an 
index of activity. What I think is more important and more impor- 
tant to you men is the men behind this money. Let us look at the 


growth in employment. Back in 1946, after the war, before we 
started our automatic washers and dryers, we employed 1,246 men. 
By 1949 that had grown to 2,892 men. In 1950 it was 3,626. In 


1951 it was 4,000. In 1952 it was 7,411 men. This is at the year 
end of these years, and at the current time in 1953 it is 7,159 people. 
Now, these men are employed steadily and the wages in our com- 
pany are the highest in our industry. That is the way we think i 
should be. There is no point of a company being successful if the 
people in it are not successful, too. Those men are engaged in making 
labor-saving devices that increase the standard of living for the 
American housewife, and it seems to us that that combination of 
men at work on useful products is the very essence of a strong economy. 

Now, I have shown a little figure up here representing a thousand 
new jobs, and therein lies our present problem. My company has 
developed a new product. It is a household product which we think 
one day will have the same acceptance and success that the automatic 
washing machines have. We believe it will require about $2 million 
to put that product into production, about a million for tooling and 
a million dollars for plant and equipment. We estimate that it will 
employ a thousand men. So, of course, we are faced with a very 
difficult decision. ; 

Having extended our debt position to what is considered an extreme 
point, it is very questionable that we should take the gamble to go 
ahead with this new venture because in the light of a possible exten- 
sion of the excess-profits tax, the returns on the venture will be almost 
nil, 

Even if we did decide to go, it is doubtful that we could get finances 
for the thing, again because of the very small chance of return. 
So, in the decision we are going to make in this next month I am 
sure that what this committee does in regard to the proposed extension 
of the excess-profits tax, which, incidentally, in our case by coinci- 
dence, almost exactly would equal the amount of money that is in- 
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volved in this venture, but the action that this committee takes will 
surely have great effect on our own decision of how far we can go 
with this new product. 

Thank you. 

The CuairmMan. I want to congratulate you, sir, on your statement 
as a practical businessman who is not talking theory. I want to read 
you some excerpts here from former Secretaries of the Treasury and 
see whether or not you concur with their experience. 

For example, as far back as 1919 the late Carter Glass, who was then 
mer retary of the ‘J reasury, urged the re} eal of the World War I 
excess-profits tax law. In enumerating the defects of that law, he 
stated: 


It encour: wasteful expenditure, puts a premium on overeapitalization with 
a penalty on brains, energy, and enterprise; it discourages new ventures and 





coniirms old ventures in their monopolies. 
Do you agree W ith that ? 

Mr. Gray. I certainly do, sir. 

The Cuairman. Now, here is another one: Secretary Vinson, for- 
merly a member of this committee, now Chief Justice of the United 
States, when he was Secretary of the Treasury, urged discontinuance 
of the excess-profits-tax law that we had in World War II, and he 
stated : 

I consider the excess-profits tax to be a particularly important obstacle to 
business expansion, and I suggest its outright repeal effective January 1, 1946, 
instead of retention until January 1, 1947, as provided in the House bill. 

And Secretary Vinson went on to say why he thought the tax was bad. 


He said: 


The excess-profits tax has been an erratic and, in many instances, an inequi- 
table tax. The difficulty is that calling profits excessive does not make them 
excessive. Calling profits normal does not make them normal. Normal profits 
and excessive profits look alike. There is no chemical reagent to distinguish 
them. ‘The excess-profits tax, to be sure, has a formula, a very complicated 
formula in its entirety for distinguishing normal and excess profits but that 
formula is seriously defective. 

j p . , J , ‘ 

Now, here we have all these previous Secretaries. I think Woodin 
was another one. I think President Truman also condemned it and 
Secretary Snyder, who had to administer the present excess-profits-tax 
law, in a press conference held in Atlantic City, said: 

The excess-profits tax is the most difficult tax to administer that has ever been 
conceived 


and he added: 


It is almost impossible to make it equitable. To find the proper base period 
for all types of industry is an almost insuperable task. 

Now, would you agree with the condemnation or indictment of the 
excess-profits tax by these former Secretaries of the Treasury ¢ 

Mr. Gray. I certainly do, Mr. Chairman. 

The Cuarrman. Thank you. 

Mr. Eberharter wishes to inquire. 

Mr. Esernarrer. Mr. Gray, in looking over your charts here you 
have the one headed “Accumulated Retained Earnings.” That means 
after taxes, of course? 

Mr. Gray. Yes, sir. 
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Mr. Exvernarrer. I notice in 1939 you had retained earnings of 
$2 million. ‘Ten years later in 1949 you had 4 times as much accumu- 
lated retained ea rings, 

Mr. Gray. That is right. 

Mr. Evernarrer. Net profit after taxes. 

Mr. Gray. Yes, sir. 

Mr. Evernarrer. Then we go to 1950 and from $8.9 million profit 
after taxes you go to $12.1 million. In 1951 you go to $14.2 million 
In 1952. with the excess-profits tax in effect, you increased your 
earnings by 2 more million dollars, $2.2 million. 

Mr. Gray. That is our accumulated earnings, Mr. Eberharter. 

Mr. Enernarrer. That is after taxes. 

Mr. Gray. Yes; we added $2 million to it between 1951 and 1952 

Mr. Esernarrer. Yes, $2.2 million additional profit over 1951. 

Mr. Gray. No. 

Mr. Enertarrer. That is what the chart shows. 

Mr. Gray. It is an accumulated figure, of course. We were adding 
each of these years and this is the residue. 

Mr. Esernarrer. That is what I want toknow. You retained those 
profits. In other words, from 1951 to 1952 you made $2.2 million 
additional. 

Mr. Gray. Yes, that is correct, sir. We put $2.2 million back into 
the business from 1951 to 1952. 

Mr. Evernarrer. _— put it back in the business for expansion ? 

Mr. Gray. Yes, si 

Mr. EverHarrer. Do you not consider expansion as sort of a profit? 
In other words, the business is worth more after you use your earnings 
to expand ? 

Mr. Gray. If I understand your question, sir; the only avenues 
open to any business to finance its growth or the primary avenue, 
of course, is the seed corn it plows back. We had tried to do it only 
that way and we have, as I said, over the years taken 70 percent of 
all of our profits after taxes and plowed them back into the busi- 
ness, reinvested them to finance this growth which I have demon- 
strated. Thirty percent is all that has been paid to the stockholders. 

Mr. Esernarter. And in 1953 your accumulated retained earnings 
will jump from $16.4 million to $19 million. 

Mr. Gray. That is what we estimate, if the law stands as it is 
now written. 

Mr. Esernarrer. My simple question is this, Mr. Gray, you con- 
sider the profits plowed back into the business for the purpose of 
expanding your business are earnings. Is it your contention that those 
should not be taxed ? 

Mr. Gray. No, I do not say that, and I am certainly not an expert 
in tax theory, but I am suggesting that for reinvested profits there 
should be a different tax rate. But I am not making that point here. 

Mr. Esvernarter. Your only contention is that the rate is too high 
on the earnings if you want to reinvest them ? 

Mr. Gray. Yes, sir. If you are talking about an 82-percent tax 
on your profit, there is not enough left to make much of a decision 
with. 

Mr. Esernartrer. Then you believe in the theory that perhaps it 
might be right to have a different tax rate for reinvested profits than 
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it would be for profits retained? In other words, it is to encourage 
reinvestment ¢ 

Mr. Gray. That would encourage reinvestment. While I say I am 
not qualified in the tax field, I have read that suggestion and it seems 
to make sense tome. Ithink you have to reinvest capital in American 
business in its broadest sense if you are going to continue to c arry the 
growth which Chairman Reed just yeste rday figured would be 600,000 
to 800,000 new jobs a year by virtue of the popul: ition growth, that is, 
new people added to the working force. The only way in the world 
you are going to support them is to have invested capital in American 
business in general. 

Mr. Esernarrer. That is right, but at the same time if these profits 
are distributed, do you not think they would be reinvested perhaps 
in other businesses and for other purposes that might be just as good 
as allowing one company to retain these profits and reinvest them for 
their own benefit ? 

Mr. Gray. Of course, in the process of paying them out and going 
through an individual’s hands they are screened through several tax 
processes, so not very much is left for reinvestment. 

Of course, there 1s also the 102 clause which, when a business has 
arrived at a status quo it requires that they pay out a higher per- 
centage of their earnings. One can only take a formula such as ours 
if you have a demonstrated need for the capital to be retained. 

Mr. Exseruarter. In other words, when you distribute earnings in 
the form of dividends, and so forth, such distribution has a tendency 
to dissipate and spread perhaps a little more spending power among 
those receiving the dividends; would it not? 

Mr. Gray. Yes; it does, sir, and undoubtedly a lot of it finds its way 
back into investment in equities of businesses. But is pretty well 
diluted by the time it is available for that spending because of the 
second tax bite. 

Mr. Esrruarrer. It is my understanding that we at one time had a 
tax on undistributed profits but it was found from experience it was 
not practical or worthwhile as a tax, it was repealed. 

Mr. Gray. I think it still is extant but is not in force with the same 
vigor it originally was. I am perhaps over my depth here, but I 
believe 102 is still a matter of law. 

Mr. Esernarrer. I confess, many of us are over our depth when it 
comes to taxation. 

Thank you, Mr. Gray. 

The CHatrmMan. I just want to say you have brought up that ques- 
tion of growth in employment as a result of putting your money back 
into the expansion of your plant, that is, when the tax system will 
permit you to do it. Now, take the number of men that you are now 
emp nae ing, about 7,000 I believe you said. 

Mr. Gray. Yes; 7,159. 

The Cuairman. Now, venture capital comes from the savings; does 
it not? You have to have venture capital to develop industry in this 
country and keep it moving. 

Mr. Gray. And someone had to save it before he had it to venture. 

The Cuarrman. Exactly, and when the tax is fair and equitable, 
they can invest it in the plant for which they work or some other 
plants. 

Mr. Gray. Yes, we encourage stockholding for our company. 
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The CHarrMan. It is venture capital for the country running some- 
where between $18 billion to $20 billion a year that keeps our industry 
expanding; is that not right? 

Mr. Gray. Yes, sir. 

The CHairman. But under the excess-profits tax there is little hope 
of doing that, and is this not happening in many instances where the 
corporations are financing themselves, not being able to get venture 
capital, they are financing through the issuance of bonds; is that not 
right ? 

Mr. Gray. Well, they are using every device in the book. Bon 
is one. Another thing which we have considered is to sell our buil L 
ings to someone and rent them back. But you really have to think a 
lot before you start selling your physical assets out from under your- 
self, but it is a way by which it is sometimes done. That gets you 
really in a perilous position. If this present strong economy should 
soften just a little bit, you can see the position we will be in. We 
owe you gentlemen $9 million. 

The Crairman. If you have to finance through bonds, that is 
simply running the corporations of the country into debt. 

Mr. Gray. Yes, sir. 

The CHairMaAN. That is exactly what the Federal Government has 
been doing. That is not a very safe thing, to run the corporations 
of this country into debt; is that right? 

Mr. Gray. That would be my view. Perhaps it is old-fashioned. 

The Cuarrman. Some of us are old-fashioned, I think. 

Thank you very much. 

Mr. Cooper may inquire. 

Mr. Cooper. May [ask one question for information ¢ 

Mr. Gray, you are appearing here in opposition to the excess-profits 
tax. 

Mr. Gray. Yes, sir. 

Mr. Geen ER. How much excess-profits tax has your company paid? 

Mr. Gray. I have it right here. As of the end of last year we will 
have paid, we did pay $2,779,000. At the end of this year we estimate, 
if this is enacted again, we will have paid $5,274,000 of excess tax 
money only. 

Mr. Coorer. Up to now you have paid about $2 million excess- 
profits tax ¢ 

Mr. Gray. Almost three, sir, and we have accrued another million 
and a half this year. So it is around 414 roughly, I would say 

Mr. Cooper. I thank you. 

The Cuarrman. Any questions! 

Mr. Jenkins. You have paid your regular tax which the other cor- 
porations pay and you paid that much more ? 

Mr. Gray. That much more. That is the 82 percent, the added 30- 
percent bite on our growth, which at the moment has accrued to about 
$414 million. 

Mr. Jenxtns. You have paid that of course because you have been 
prosperous. 

Mr. Gray. Because we grew, yes, sir, and we are prosperous. 

The Cuamman. Mr. Simpson will inquire. 

Mr. Stmpson. Mr. Gray, you are really up against the guns, are you 
not ¢ 

Mr. Gray. That is the way we feel about it, sir, yes. 
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Mr. Simpson. What you want to do is retain employment for these 

7,100 men and also to expand and provide other jobs. You make the 
nolat 4 that the excess-profits tax hinders the possibility ? 

Mr. Gray. Yes, sir 

Mr. Stmpson. I can see how your board of directors would be con- 
cerned. 

{ presume you have considered this matter of the accelerated pay- 
ment of F eder: il taxes, too ? 

Mr. Gray. We are in no position to accelerate the payment. 

Mr. Simpson. es der the law you are not require d to catch up in the 

next couple of years with that $9 million accumulations there? 

Mr. Gray. Yes, sir. This year I believe we pay 40 percent the first 
quarter, 40 the second, and then 10 and 10. Next year it extends to 
15; by the following year the tax bill must be complete ly paid by the 
middle of the year, which in effect will reduce Uncle Sam’s mone y that 
we are financing ourselves with by half. 

Mr. Simpson. You will have a problem right there of closing that 
gap if we do not do something taxwise ? 

Mr. Gray. Yes, sir. My charts at that time would look even worse 
than they do now. 

Mr. Stmrson. I would like to think of your industry as having done 
a good job. I do not want the Government to delay it and hinder it 
now. Your conviction is that excess-profits tax will not only hurt your 
business but will stop this contemplated expansion if we should con- 
tinue a tax! 

ir. Gray. Yes. I think the connotation of strangling off growth 
is the important phase of this whole tax. It is not our nature to say, 
“Now, we will stop, we will not go forward with any of these new 
products.” Obviously, we did not get as strong as we are by that point 
of view. We would like to continue, but there is a mathematical prob- 
lem involved. 

Mr. Simpson. Is there any large proportion of your business in war 
work ¢ 

Mr. Gray. Mr. Simpson, last year our war work accounted for 13.4 
ve reent of our volume, incidentally at an almost zero profit, so it does 
not play a part in these charts that is significant. 

Mi .Sumpson. I concluded from the papers before me yesterday that 
1 very very large part of the so-called excessive tax payments come 
out of Government contracts in industries which are devoted quite sub- 
stantially to making war material. Now, yours being disassociated 
with that type of work poses the importance of knowing the effect 
of this tax upon peacetime products. What we are doing, as you 
have pointed out on your particular company, in spite of good man- 
agement, which is evident, what we are doing is killing the type of 
industry that would tend in a nonwar economy to provide jobs. 

Mr. Gray. That is the way we feel about it, sir. In our case, as I 
have said, the war problem is insignificant and more so than that even 
in profits, so that this business is representing only home laundry 
quipment, that is what is being strangled. 

Mr. Srmpson. I appreciate your statement. 

The Cuamman. Mr. Mills will inquire. 

Mr. Minus. Mr. Gray, yesterday we were told that the question 
before the committee of extending or not extending the excess-profits 
tax for 6 months’ period was really one of rates, that businesses will 
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actually be affected for the entire calendar year anyway; that if we 
do not extend it we operate on a 15-percent rate, if we a extend it, 
the rate is 30 percent. You understand of course what they meant ? 

Mr. Gray. Yes. 

Mr. Mitts. Now, in your business let us see how that would apply. 
Is the Whirlpool Corp. a calendar-year corporation ¢ 

Mr. Gray. Yes, sir; December 31. 

Mr. Mitts. So that what the Secretary says with respect to the 
rates will be true in the case of your company ¢ 

Mr. Gray. Yes; it would be true. It is just another way of stating 
it. 

Mr. Miuts. For the entire year your rate now is 15 percent, in other 
words 

Mr. Gray. Yes, sir. 

Mr. Mitzs. If the Secretary has his way your rate would be 30 per- 
cent ¢ 

Mr. Gray. Yes, sir. 

Mr. Mitts. Now you, of course, oppose the extension for 6 months 
because of that difference ? 

Mr. Gray. Yes; that difference amounts to a little better than a 
million and a half dollars. 

Mr. Mitts. I wanted you to point out in dollars what it did amount 
to. You say a million and a half dollars. 

Mr. Gray. I thought the testimony of the Secretary made rather 
light of simply a little change in rates. It is 15 percent and in our 
case it is enough to put this new product in business. 

Mr. Mius. Let me ask you this: 1 suggested to the Secretary yester- 
day that I personally had always considered an excess-profits tax in 
the category of a control, like other Government controls over our 
economy. We are rapidly leaving the era of controls, I hope, as 
demonstrated by some of the actions which have transpired in the past 
few months. In other words, we will not have controls for the future 
on wages, salaries, and prices, and rent controls are to go out pretty 
soon, but the excess-profits-tax control is to be continued until Decem- 
ber 31 if we agree with Mr. Humphrey. 

[I asked the Secretary further if he thought we were safe in con- 
tinuing a control over business expansion at a time when Government 
was moving backward in employment and defense spending is ap- 
proaching its peak, when business or somebody would have to offer 
job opportunities for these people who are being moved out of defense 
plants or out of Government employment. 

Now, you agree with my concern, do you, in that regard ? 

Mr. Gray. I certainly do. The only place you are going to employ 
more people is where lant is some growth. It cannot be any place 
else; and you are controlling erowth, not profit. 

Mr. Mitts. I am saying in another way what you have been saying 
already. 

Mr. Gray. Yes, sir. 

Mr. Miris. Now, let me ask you whether or not it is your opinion 
that these 50,000 growing corporations will be in a position to absorb 
all these people. The others do not need employees apparently; they 
are not growing. Would these 50,000 corporations be in a position 
to absorb this additional employment that will result from these re- 
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ductions by the Government if we continue the excess-profits tax for 
another 6 months? That is, during that period do you think they 
would be willing or able to absorb these employees ? 

Mr. Gray. I think there would be a great release and a new incen- 
tive and drive as a result of taking this burden off. It is obvious it 
must work that way. Whether or not it would account for all of the 
jobs necessary, I have no way of knowing. But when you say that 
the excess-profits tax controls, it controls growth to the point of stop- 
ping it, but it does not control so many and much more dangerous 
things that are going on in companies today. I am speaking of the 
inefliciencies and the wasteful approach that one can take to an opera- 
tion when it does not matter an the returns how you have operated. 


I think you have lost eet f efficient management of businesses 
and, believe me, as a manager of a business it is very difficult to keep 


the discipline and a rigid clean o ‘isi ration all through your staff when 
every man in it knows that if he just is a little careless with this, that, 
or the other, it is not a dollar he has spent for a new pitcher on his 
desk, it is only 18 cents. You tend to lose control of the very kind 
of economy I think we need. 

Mr. Mirxs. But if on were to expect you and the other corporations 
to pick up these employees from defense plants who may be let out 
as a result of economies, then you think it would be very advisable for 
the committee to permit you and other businesses to have some induce- 
ment to do that ? 

Mr. Gray. It would be very helpful indeed, as I have tried to show 
from our own financial situation, very helpful. 

Mr. Muuxs. You think the other 50,000 would share your view then? 

Mr. Gray. I certainly do. 

Mr. Mirus. I am trying to find out, if I can, whether or not we are 

gaining in going along on the assumption which apparently the 
Treasury Department draws in advocating the extension of the excess 
profits tax for another 6 months, that business will not need further 
incentives during that period of 6 months to grow and to expand in 
order to take care of these people who may be out of employment. 
I think you will. 

Mr. Gray. It isa matter of degree. But consider on the other side 
fora moment. If you do not take this off, the 50,000 of course will 
be discouraged and perhaps prevented to this extent, but more im- 
portantly probably 40,000 of them will wonder what is going to hap- 
pen January 1. What assurance have we that it stops then? I am 
sure they will review their plans and set their sales for a much closer 
operation. It would be only prudent management to do that or at 
least adopt a wait and see attitude. 

Mr. Miuts. But there is more to it than just the question of rates, 
is there not? 

Mr. Gray. Indeed there is. 

Mr. Mitus. You cannot pass it off lightly by saying that it is merely 
a question of giving relief to 50,000 cor porations ‘and not giving relief 
to somebody else. 

Mr. Gray. I thought that argument was looked at from the wrong 
side. As far as it is being fair to give relief to a few, I would not 
look at it that way. I would say it is fair to stop strangling the few. 
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1 believe Mr. Camp made the point yesterday that rather than to say 
you are picking out a small group to favor, you have not hesit: ited 
to pick out a small and vital group to ruin them. 

Mr. Mitzs. The whole point is this: It is not just the case of the 
interest of 50,000 corporations and the stockholders of 50,000 corpora- 
tions. These are the growing corporations of the country, these are 
the corporations that we expect to take up the slack cre: ated through 
ihe retrenchment in Government expenditures. Now, if it is just a 
dary of the stockholders of 50,000 corporations, that is one thing, 
but if it is the question of the interest of all who are desirous of the 
oaalite to accrue from further expansion on the part of these 50,000 
businesses, it is something else, is it not ¢ 

Mr. Gray. Indeed it is. 

Mr. Mitts. It is not just something that you can say we should 
do because there are so few people involved. 

Mr. Gray. I hope you do not take that view. 

Mr. Mitxs. It was suggested to us yesterday that was one of the 
reasons Why we might do it. I am trying to find out whether you 
disagree in toto with what was said yesterday. 

Mr. Gray. These people are the seed corn. If anyone is going to 
take up the slack, it is only a growing company. ‘The others are not 
voing any place. It can only be taken up by the venturesome ones, 
the ones that will take chance es, and who have ideas and vigor. They 
are the seed corn of this American economy. 

Mr. Minus. You recognize that American business will be called 
upon to employ more people than it has employed now, do you not? 
As Government withdraws from the field of employment in civilian 
capacities in the Government and as we retrench from defense spend- 
ing it means American business will have to supply more jobs than 
they supply us today, isn’t that true ? 

Mr. Gray. Yes, sir. 

Mr. Miuus. And it is your opinion that business will be in a better 
position to do that if we do not extend the excess-profits tax? 

Mr. Gray. It will have a very great new incentive for going in the 
direction you say. 

Mr. Mirts. I am not trying to commit you that business will do it, 
because there are a lot of factors involved, but you have a better oppor- 
tunity to do it? 

Mr. Gray. You would have that much better chance, and you would 
take more chances, you would venture more. We will venture more. 
We will venture here. 

Mr. Mus. Now, your deterrent is a tax that can be as high as 82 
percent on what you might venture ¢ 

Mr. Gray. From what you saw of our figures, and I have represented 
them exactly, I think you would caution us about any new venture at 
this time. 

Mr. Mis. I will not commit myself on that point, either. 

The Cuarrman. Mr. Gray, you have made a very fine statement. I 
know there will be other questions here, but I just want to call atten- 
tion to what you already know, that Canada and Great Britain have 
set an ext umple of tax reduction, and it seems to be wor king very satis- 
factorily in their economy, is that not right ? 

Mr. Gray. Yes, sir, and a very refreshing thing. 

The Cuarman. Mr. Kean will inquire. 
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Mr. Kean. Of course, Mr. Gray, you would expect to have that 
little green fellow on your chart grow to more than the thousand 
people now employed if your plan is satisfactory and you go ahead 
with it, would you not ? 

Mr. Gray. : ae so. I think the product is going to employ 
eventually about as many as we have in our washing-mac hine business. 

Mr. Kran. F ollowi ing out what Mr. Mills was saying about employ- 
ment, if you do decide the conditions are such that you can go ahead, 
you hope that little green fellow will grow as big as the yellow fellow ¢ 

Mr. Gray. He will come along; yes, sir. 

Mr. Kean. Now, as far as your tax situation is concerned, from this 
yellow sheet here it shows you paid $9,400,000 in taxes. Are those all 
Federal taxes or do you include other taxes? 

Mr. Gray. Those are Federal income taxes. That is the 52 plus 
the 30. 

Mr. Kran. You state that to continue the excess-profits tax for 6 
months would amount to about a million and a half? 

Mr. Gray. About that, sir. 

Mr. Kean. In other words, you are paying approximately six 
million four in the ordinary corporation tax and about three million 
in the excess profits tax ¢ 

Mr. Gray. Yes. I think actually about two six. 

Mr. Kean. That is approximate. You do come to the ceiling figure. 

Mr. Gray. Yes, sir; we will be at the ceiling of 70 percent this year. 

Mr. Kean. Therefore, in your case you do not quite get that 82- 
percent hurdle because you are at the ceiling anyway, and those com- 
panies that hit the ceiling price only have a 70-percent hurdle. In 
other words, as you go up and you do not quite hit the top, you have 
that 82-percent hurdle. When you have already got there, there is 
only a 70-percent hurdle. 

Mr. Gray. Yes. 

Mr. Kean. I am talking about the fellow that sees no objection ow- 
ing to the tax to wasting money and says, “What is the use?” 

Mr. Gray. Well, no, if he does waste some, it comes off the top of 
the deck. 

Mr. Kean. The whole thing is only 70 percent overall. If you are 
in this situation covered by that 70 percent, it does not hit the 82% 

Mr. Gray. Yes; but as our figures come out we are about that point. 
Last year it was 68. Now it will be 70. So for practical purposes 
we have to consider that every waste, every dollar we waste, the Gov- 
ernment loses 82 cents. 

Mr. Kran. I do not think that is quite true. ‘The reason I am bring- 
ing it out is because I think it is one of the ridiculous things that the 
excess profits tax does. 

Mr. Gray. You mean if you got careless enough it would only cost 
you 70 percent ? 

Mr. Kean. That is right. 

Mr. Gray. Yes, but you have to have a tremendous base growth in 
order to get into that position. 

Mr. Kran. Yes. 

The Cuarrman. Any other questions? Any questions here? 

We certainly thank you for a very fine statement. It is a splendid 
demonstration with your charts as to the invalidity and the bad char- 
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acter of the tax that is almost criminal as against the expansion of 
industry. Thank you very much. 

Mr. Gray. Thank you, Mr, Chairman. 

The CuatrmMan. The next witness is Mr. Walter Ditmars, president 
of the Gray Manufacturing Co., Meriden, Conn. 

Mr. Ditmars, we are very glad to see you here. If you will give your 
name and capacity in which you appear for the record, we will be de- 
lighted to hear you. 


STATEMENT OF WALTER DITMARS, PRESIDENT, GRAY 
MANUFACTURING CO., MERIDEN, CONN. 


Mr. Drrmars. Thank you, Mr. Chairman. 

This is the first time I have appeared before a committee like this. 
I will try to be as brief as possible. 

My name is Walter Ditmars. 

The CHarrMAn. You may be seated, Mr. Ditmars. 

Mr. Drrmars. I am president of the Gray Manufacturing Co., for- 
merly the Gray Telephone Pay Station Co. of Hartford, Conn. 

Our company manufacturers the Audograph dictation machine 
which I have here beside me, and also other electronic equipment based 
almost entirely upon our own research and development. 

This Audograph dictation machine is a post-World War II product. 

I appear before your committee today, Mr. Chairman, to ask that 
vou allow the excess profits tax to expire as scheduled on June 30. 
] speak with great reluctance. Noone has more sympathy than I with 
the desire of this Congress and of the national administration to bal- 
ance the budget. No one wishes more than I to avoid the inflationary 
pressure of excessive Government spending and of resulting un- 
balanced budget. 

I also believe no one is more willing than I on the board of directors 
of our company to accept personally and of the company our fair 
burden of the Nation’s necessary tax load. But the very essence of 
our tax system is that it shall be fair, that it shall be based upon share 
and share alike, and that it shall be nondiscriminatory. 

I might also add that every American wishes taxes to produce the 
necessary revenue for Government without stifling the sources of 
income to an extent that the law of diminishing returns asserts itself. 
I am here today, gentlemen, to tell you the realistic and graphic story 
of a corporation that has been injured to an extent of crippled intia- 
tive by the excess-profits tax. We have not only been hurt in com- 
peting with other organizations in our particular industry, we have 
also been prevented from retaining earnings which would allow us to 
expand production and provide work for more employees. 

This lowered expansion not only hurts thousands of taxpaying 
stockholders but also strikes labor, since anything that is detrimental 
to expansion is necessarily detrimental to the working men and work- 
ing women who share and benefit from such expansion. 

Let me brief you on a situation and then present some details. Our 
company came out of World War II with an established peactime 
business. During the war we did not advance commercially because 
we were engaged in war production. A period of accomplishment, 
by the way, during which we were awarded the Army-Navy “E” 
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three times. After the war we had to develop and produce new prod- 
ucts and we did. 

When we entered the field, our principal competitors were still 
selling old-fashioned wax cylinders. As recently as a year ago in 
fact the Government was still purchasing this type of cylinder equip- 
ment. Gray spearheaded the competition and our chief competitors 
were forced to introduce radically redesigned equipment. I just want 
to point out, gentlemen, that there are 8 of these cylinders that weigh 
414 pounds and this 1 dise that weighs less than an ounce which pro- 
duce the same amount of work. 

The Government, I might say, has recognized that and is buying a 
great deal of this labor-saving equipment. 

During 1946, 1947, 1948, and 1949, the years against which the 
excess profits tax credit is calculated, Gray pioneered this new product. 

Incidentally, gentlemen, we have not raised our selling price since 
i948. During these years other companies, long established in the 
industry, had earnings which gave them larger excess profits tax 
credits. I might say our biggest competitor has been in business over 
25 years in this field. Our next biggest about the same time. 

After 3 years of operating losses, from 1946 through 1948, Gray 
achieved a net profit position in 1949. Since then, because of good 
research and a good product, our business has expanded. This will 
indicate how our sales have grown in millions: 


1946 a ee ae lat ac ea a aaa olbe $789, 000 
1947 : oe Bik es Pa as UE ae _.. 2, 700, 000 
1948 b dcheae edb tbde inl baba Siitcniab tebe, chats ants acabesis _.. 2,500, 000 
1949_ sls Si ceca bdr edba inhale dicts cnletntblsialiy wchilgiilach ilstet heh Nen dleilaide tants idbatecesdan ll _.. 8, 000, 000 
Is tac al Nails Tisciccislain disbarment teat esate eae oe 4, 200, 000 
1951 . : itis ” eicisiuniicaiinadiaan ities ied _.. 5, 800, 000 
1952 aetees aaa a a eine dnees _.. 11, 000, 000 


There was a corresponding operating profit and loss pattern during 
these years. As you see, in the chart we have losses in the first 3 
years of this period, a comparatively small profit in 1949, and then 
in 1950, °51 and °52, the years of the excess-profits tax, our profits 
before taxes went up. 

In other words, net profits after taxes were realized from this 
growth after 1948 and until the excess-profits tax was reenacted. For 
example, just prior to the 1950 excess-profits tax law our net profit 
increase was from $151,800 in 1949 to $400,800 in 1950. 

As soon as EPT was reimposed, however, we found ourselves on a 
treadmill. Profits in 1951 were up to $406,000, That is $400,850 in 
1950; $406,000 in 1951, and 1952 the profits were $409,000, In other 
words, our overall sales increased from less than $800,000 in 1946 to 
$11 million in 1952. Considering only the years since reenactment 
of EPT, the sales increase has been from $4,250,000 to $11,250,000, or 
an increase of 165 percent. The increase 1s net profits during this 
same 3-year period was less than 2 percent. 

Mr. Curtis of Nebraska. May I ask at that point, was it an increase 
percentagewise or in dollar volume ? 

Mr. Dirmars. Both, sir. As you will see, the dollar figures are here 
on this chart, but the increase in percentage was 165 percent. 

Mr. Curtis of Nebraska. That is your increase in sales, 165 per- 
cent ¢ 
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Mr. Drrmars. 165 percent in sales. But there was less than 2 percent 
increase in profit. 

Mr. Curtis of Nebraska. Was that before or after taxes? 

Mr. Drrmars. After taxes. 

Mr. Curtis of Nebraska. After the excess-profits tax? 

Mr. Drrmars. Yes. 

Mr. Curtis of Nebraska. I was sure of that, but I wanted the record 
to be clear. 

Mr. Dirmars. The question may arise in your minds as to how in 
the face of such excessive taxes Gray has been able to expand at all. 
The normal healthy way for a growth company such as ours to expand 
of course, is by plowing profits back in the business. This obviously 
we were unable to do to the extent necessar y. Our only alternative was 
to borrow. In 1950 we had only a nominal insurance loan of $195,000 
on the cash surrender value of the policies. By 1952, the second full 
year of excess profits tax, our bank borrowing reached a record 
SRS OO ). 

Incidentally, we financed our Government business without any 
assistance from the Government. 

This is a story of the Gray Manufacturing Co.’s excess-profits tax 
experience: 

(1) Steady increase in sales based upon our own research and de- 
velopment ; 

(2) A corresponding increase in operating profits before taxes; 

(3) No significant increase in net profits after taxes. 

It has become customary in discussing figures to use charts. I 
should like to show you one which illustrates the manner in which 
our company shared with the Government the operating profits of 
1952 which were in excess of the previous year in 1951. This entire 
pie here represents 100 cents of each dollar. The dark portion indi- 
cates that part taken by taxes or 9834 cents. We retained 114 cents 
out of that. 

To go into the details of that a little more, the Gray Manufacturing 
Co. virtually doubled its business during the year 1951 to 1952. Sales 
increased from a gross of about $5,900,000 to about $11, 300.000. Asa 
result, our operating profit before taxes was $253,232 greater in 1952 
than in the preceding year 1951. After we had paid taxes, however, 
we had left onlly ee of this $233,232. In other words, and to re- 
peat what 7 just said, for every dollar of these additional earnings 
1952 over 1951, we were only able to retain 11% cents. The Govern- 
ment took 983, cents of that dollar. 

Mr. Hotmes. May I get something straight here? 

The CHatrman. Mr. Holmes. 

Mr. Hotmes. You want the record to show that the excess- ‘profits 
tax out of your $230,000 earnings took all but $2,000 of the earnings of 
your company ¢ 

Mr. Drrmars. No: all taxes. 

Mr. Kean. What do you mean by all taxes? Do you mean State 
taxes ? 

Mr. Drrmars. I mean all taxes. 

Mr. Kean. That includes State tax, real estate tax and all that ? 

Mr. Drrmars. Yes, it does. The excess profits tax last year took 


$225,562. 











90 EXCESS PROFITS TAX EXTENSION 


Mr. Kean. What is that percentage, because we are talking about 
the excess profits tax here, and what the State of Connecticut or what 
the city of Hartford does is not in our province here. How much of 
that pie is the excess profits tax plus the corporation tax? It could 
not take an overall of 70 percent, could it. 

Mr. Dirmars. No. The total taxes were $925.000. The excess 
profits tax was $225,000, say 25 percent, 20 percent. 

Mr. Hotmes. I have one more question. What year was that that 
you showed $925,000 in taxes ? 

Mr. Drrmars. That was 1952. 

Mr. Ho_mes. Your entire tax bill was $925,000 / 

Mr. Drrmars. Yes, sir. 

Mr. Hoimes. And the excess profits tax took what ? 

Mr. Drrmars. The excess profits tax was $225,000. 

Mr. Hotmes. What was your profit return for that year / 

Mr. Dirmars. $408,000. 

Mr. Hormes. After what ? 

Mr. Dirmars. That is after taxes. 

Mr. Hotmes. After excess profits tax and all? 

Mr. Dirmars. That is right. after all taxes. 

Mr. Hotmes. That makes up vour $1,200,000 ¢ 

Mr. Drrmars. Well, our total taxes were $925,000. Our excess profits 
tax Was $225,000. 

Mr. Hotmes. Now, give me again please your total profit. 

Mr. Dirmars. The total profit before taxes, $1,334,000. 

Mr. Hotmes. Thank you very much. 

Mr. Dirmars. Now, may I turn for just a few minutes from this 
demonstration of the burden of the excess-profits tax and other taxes 
to a comparison of Gray’s situation with that of its competitors to 
illustrate the discrimination of the excess-profits tax. 

Both of these competitors had been far longer established in the dic- 
tation machine busimess than we, about 20 years longer. Competitor 
No. 1 had an income before taxes of $3,700,000. Competitor No. 2. an 
income of $2,153,900. 

Incidentally, gentlemen, I am sorry that this chart had to be cor 
rected this morning and we could not get the photostats done in time 
to give it with the set which you have. They will be given to you later, 
however. 

Now, I will take competitor No. 2. They have an income before 
taxes of $2,133,900. They pay in taxes $932,000. We had an income 
of $1,334,000, and we paid S925 000. 

Mr. Hoimes. May I ask you there, what is the difference of your 
disparity there of your taxes / 

Mr. Dirmars. About $7,000. 

Mr. Houmes. Against an income of almost twice as much. How 
do you account for that? What concern had an income of $2,133,900 
and they paid $932,000 in taxes‘ Your concern had an income of 
$1,854,000 and paid $925,000 in taxes. 

Mr. Dirmars. The only thing I can attribute it to is the fact that 
they had a much better tax base than we. 

To read these figures, which of course I do not think you can see 
from there; this table compares Gray's tax status under the present 
law with its two prime competitors. Note that whereas these com- 
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petitors paid out 57 percent and 45.7 percent, respectively, we were 
foreed to pay 60. 4 percent. 

One of these competitors over here did $38 m illion worth of business 
last year compared with our $11 Se Yet they only paid $7,000 
more in taxes. The \ paid S9B2 500, . e paid S925.200. It is incredible 
to me, gentlemen, that Congress ghoul serious]} consider the pro 
longation of a tax law which compels 1 of 3 companies in an industry 
to pay 69 cents out of every dollar in taxes while its 2 longer establishe d 

competitors pay 57 cents and 43 cents, respectively. 

Mr. Jenkins. In that connection, I have these figures I think that 
prove your point there. Between your company and the big company, 
there is a difference of $799,900 in earnings. They earned $799,900 
more than you did but they only paid $7,000 in taxes more than you did 

Mr. Dirmars. Yes, sir. 

Mr. Jenkins. Thank you. 

Mr. Dirmars. Surely it was not the intention of our forefathers any 
more than I am sure it is your intention that the taxing power should 
ever be used to penalize and burden industrial growth and progress. 

Gray's situation is not unique, at least among the group of growth 
corporations which are subject to the excess-profits tax, and like the 
other growth companies, Gray is being hurt to a degree that even 6 
months more of the so-called excess profits tax W ill be a serious burden. 

The President admits the excess-profits tax is an unreasonable tax. 
Che Senate majority leader terms it vicious. Mr. Webster defines the 
word “vicious” as “defective, faulty, imperfect, and malignant.” 

Apart from our own small industry section, 1 would like to urge 
upon this committee a weighing of the relative contributions of 
growth companies and business-as-usual companies to a strong in 
dustrial economy. The international situation we now face is ad 
mittedly not short range. Inevitab ly this country’s defense will de 
pend on our ability to preserve our industrial leadership. In turn, 
that leadership depends upon expansion through new productive 
capacity and development of new products and manufacturing proc 

ses. It must be recognized that ene ambitious growth corporation 
spark our progress and prosperity by their willingness to risk capital 
ind earnings exploiting new fiel« Is. In contrast, the business-as-usual 
corporations contribute nothing or practically nothing in this dire 
tion. Yet it isthe growth company which is hit by EP'T. Its earnings 
have been depressed during the arbitrary base period, the period of 
ba normally high expenditures and trial and error operations and 
therefore this base period is not a fair measure of its earning capacity, 

Please bear in mind that the damaging effects of EPT on initiative 
and industrial growth is of special significance in the literature of 
foreign political dangers. The discouragement of commercial initia 
tive is the threatening implication of the EPT tax discrimination. 

It is a real threat for industrial leadership and, therefore, to the 
announced goal of our national administration. Various former 
Secretaries of the Treasury have described the excess-profits tax as 
the most difficult tax to administer ever conceived, as putting a penalty 
on thrift, wasteful, inequitable, discouraging to new ventures and 
confirming old ventures in their monopoly. Leon Henderson, the Ad 
ministrator of Price Controls in the last war, once testified before 
your committee that the accounts have been totaled up and EPT has 
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been found wanting. Mr. Henderson made another very illuminating 
statement in his testimony. It is more enlightening in the presence 
of information that has been developed since. 

In his testimony Mr. Henderson said: “I would say that the Nye 
committee was the bible on the excess-profits tax.” Thus, Mr. Hender- 
son identifies the Nye committee as the modern-day parent, the bible 
of this tax, which various Secretaries of the Treasury have described 
as destructive of the free-enterprise system. 

May I recall to your attention that the general counsel of the N Vye 
committee which fathered this vicious tax was none other than Alger 
Hiss, already engaged in his conspiracy of ruin for Americ 

May I remind you, gentlemen, of the conclusion of the present 
Chief Justice of the Supreme Court, who spoke feelingly as the Secre- 
tary of the Treasury in the reflection of his World War II experience 
with this tax. What Mr. Vinson said in 1945 in support of the repeal 
of the World War II version of the excess-profits tax is fully appli- 
cable today. I commend his reasoning and authority to this com- 
mittee. Mr. Vinson said: 

Repealing the excess-profits tax means getting out of the tax system a tax 
which in its present form has no place in peacetime. It is primarily a wartime 
control, erratic and inequitable. It is an obstacle to reconversion and expansion 
of business which is so necessary for a high level of employment and income. 
And excess-profits tax is capricious, arbitrary and discriminatory. It encourages 
wasteful expenditures, paralyzes initiative of enterprise and discourages new 
ventures. It is complex and difficult to administer. It discourages capital 
formation, seed corn of our economic life. 

Mr. Chairman, may I again express my regret that I felt compelled 
to differ with those who propose and support extension of the excess- 
profits tax. My justification is that the right to protect and protest 
against excessive and oppressive taxation is a patriotic right, sacred 
to all Americans since 1776. Beyond that I have a duty as representa- 
tive of the thousands of share owners and the hundreds of loyal em- 
ployees of our company to protect the security and strength of the 
company with w hich they have cast their lot. 

The Cuatrman. Does that conclude your statement, Mr. Ditmars? 

Mr. Dirmars. Yes. 

The Cuatrman. Mr. Mills will inquire. 

Mr. Mrs. Mr. Ditmars, is your corporation on a fiscal-year basis or 
calendar-year basis ? 

Mr. Drrmars. A calendar-year basis. 

The Cuamman. Any other questions? 

I want to congratulate you, sir. You made a very fine and effective 
statement. We are glad to have you appear here. 

Mr. Drraars. I hope it did some good. 

The Carman. The next witness is Mr. M. C. Eaton, president, 
Norwich Pharmacal Co., Norwich, N. Y. 


STATEMENT OF M. C. EATON, PRESIDENT, NORWICH PHARMACAL 
CO., NORWICH, N. Y. 


Mr. Earon. Mr. Chairman. 

The Cuarmman. We are very delighted to see you here. I certainly 
am. as we are oldtime friends from the great State of New York. We 
will be delighted to hear you. 
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Mr. Eaton. Thank you, sir. I am Melvin C. Eaton, of Norwich, 
N. Y. Lama past Republican State chairman of New York, chairman 
of the board of directors of Eaton Laboratories, Inc., president of the 
Norwich Pharmacal Co., president of Norwich Inter-America, Inc., 
president of Eaton Inter-America, Inc., director of General Aniline & 
Film Corp., the American Manufacturers Mutual Insurance Co., and 
a member of the executive committee of the American Drug Manufac 
turers Association. 

My story concerns Eaton Laboratories, Inc., of Norwich, N. Y. It 
illustrates the impact of the excess-profits tax on the new, small and 
growing corporation. It shows how the tax hampers the develop 
ment of the domestic economy because it stymies the growth of an 
individual unit which could make great contributions to the economic 
and social welfare of the country and to the public health. 

Eaton Laboratories, Inc., was organized during 1945 for the pur- 
pose of engaging in medical research. We wi anted to create, produce, 
and sell at a profit new medicines for the relief of human suffering. 

Our chemists concentrated on Furan chemistry, a field compara 
tively unexplored. We hoped to synthesize entirely new drugs useful 
in treatment of disease. After several years a dramatic discovery 
was made—a group of powerful germ- killing drugs known as the 
nitrofurans was discovered. Several of this class of drugs have been 
brought to market. One of them, Furacin, has been very useful to 
physici ians in controlling serious infections. It has saved limbs and 
lives when all other available drugs have failed. Asa matter of fact, 
Mr. Chairman, we had an urgent telegram from Mrs. Thomas E. 
Dewey’s brother, who is a Michigan physici ian, stating that Furacin 
was the best drug to treat his mother’s serious leg infection and re- 
questing that we rush a supply to the executive mansion in Albany. 
This was done. 

We had a very fine letter from Governor Dewey thanking us for 
placing Furacin at the bedside within an hour after the request. In 
order to convey to you the value of this drug, I have here a reprint 
from the Journal of the International College of Surgeons. The fol- 
lowing statement appears in the reprint: 

An infection had been present and progressive for 10 years. All attempts at 
controlling the disease and at skin grafting had failed. The infection was 
brought under control within a week of application of Furacin. A successful 
skin graft was then made. 

We have just introduced a different nitrofuran which is curing 
cases of kidney infection which no other drugs have cured. Mr. Chair- 
man, with your permission I would like to present a few comments 
from physicians: 

Dr. Oscar Felsenfeld and his associates, from Hektoen Institute for 
Medical Research of Cook County Hospital, Chicago, Ill., stated in 
February of this year in the scientific journal Antibiotics and Chemo- 
therapy: 

It appears that this drug offers much promise for the treatment of bacterial 
urinary tract infections. 

Dr. Charles M. Norfleet, Jr., and associates, from the department of 
surgery, Bowman Gray School of Medicine of Wake Forest College, 
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Winston-Salem, N. C., in the transaction of the southeastern section 
of the American Urological Association : 


Despite the availability of numerous antibiotics and sulfonamide compounds 
for use in the treatment of genito-urinary infections, we believe there is a need 
for others. Furadantin is an effective broad-spectrum chemotherapeutic agent, 
and we have found it to give gratifying results. 


The Bethesda Naval Hospital reports a sailor with a chronic 
urinary tract infection of 21 years’ duration. All known medications 
failed. Furadantin cleaned up the condition in 7 days. 

A Chicago doctor reports: 


This 72-year-old patient had a serious bladder and prostate infection. After 
10 days’ treatment the urine was clear. This is the first case in which I started 
to use Furadantin, and I’m happy to state the results were marvelous. 


Two Florida doctors state that— 


Furadantin is nothing less than a miracle drug. It has cured cases that had 
been treated for several years. 


A Washington, D. C., physician reports : 


Patient 82 years old, diabetic. Resistant to all previous therapy. Furadantin, 
5 days, culture negative, cured ailment. 


An Army hospital reports that the patient, husband, and three 
children were returned from the European theater because nothing 
could be done for the patient. After treatment with Furadantin, 
the Army colonel in charge reported spectacular results and expressed 
similar amazement and gratitude for Furadantin results on additional 
Cases, 


(Further testimonials follow :) 


A Louisiana doctor reports: 

Age: 36-year-old female. Condition: Proteus infection. Duration: 5 years. 
Results: Complete cure resulted from use of Furadantin in 5 days. 

\ Pennsylvania doctor commented : 

“Patient had a urinary tract infection for 5 years to my knowledge. After 
treatment with Furadantin, patient was free of symptoms and had a sparkling 
clear urine for the first time in 5 years.” 

A Brooklyn, N. Y¥., physician reports: 

“Patient had a kidney infection of several years’ duration. After treatment 
with Furadantin, the patient was free of symptoms and pus for the first time 
in years. Lam enthusiastic about the drug. When will it be on the market?” 

“Male patient over 60 years of age with chronic prostate and bladder condi- 
tion. Patient seemed to be worse every time he had a flareup, and each course 
of treatment seemed to take longer than the last one to produce relief for the 
patient. The patient was comfortable after 3 days of Furadantin.” 

A Florida physician reports the following cases: 

“Female patient (6 years old). Born with two double kidneys. Patient now 
has only one left because surgical removal was imperative. Frequent urina 
tion every 15 to 30 minutes day and night. Urine became thick with pus cells 
and blood and would not respond to available drugs even in combination. Fol 
lowing the use of Furadantin this little girl’s urine was absolutely sterile in 4 
days.” 

An Ohio doctor reports: , 

“This case had all possible medication for the past 2 years without effect. 
After treatment with Furadantin the patient has had negative urine for a month. 
A wondrous drug.” 


Mr. Eaton. We have about five hundred similar statements from 
doctors throughout the country. 

I cite these comments because I want to make a point that we are 
rendering a real service to the public. 
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It is not only people who benefit from these research efforts, but they 
have been found to be of great value to the farmer. For example, one 
of these nitrofurans is good for the treatment of a disease of poultry 
known as coccidiosis. Sixty million chickens are being fed on feed 
containing nitrofurazone today. This is saving great losses to the 
farmer and, furthermore, the raw materials for these products of these 
drugs comes from the farm. They are made from furfural. Fur 
fural is made from corncobs. This indicates the far-reaching effects 
of our research. 

At the present stage of development we would like to do much 
more research. We know that many more valuable drugs can be de 
rived from the furan molecule. But, gentlemen, the unpleasant truth 
of the matter is that we have not been able to accumulate enough funds 
to carry out our program. This year, if the excess-profits tax is ex 
tended, we will be saddled with an income-tax liability equal to TO 
percent of our profits. 

Gentleman, there is another phase of this thing, too. The physi 
cians do not just automatically learn of these drugs. We must con 
tact each doctor individually and talk to them about the value of these 
drugs and how to use them. There are 150,000 practicing physicians 
in this country. It is possible for 1 man to service at the most 500 
physicians, yearly; hence, we need 300 representatives to educate the 
doctor in the use of these new drugs. We can afford only 70. We 
have not been able to accumulate enough funds to launch a major 
educational program because of heavy taxation. The growth of the 
corporation is practically prohibited because our source of funds for 
growth, retained earnings, has been chopped off by confiscatory tax- 
ation. 

Gentlemen, | urge you to let the vicious excess-profits tax to expire 
and allow companies such as ours to expand, thereby creating jobs, 
more taxable revenue, and in our particular instance products that 

il] contribute to the national health. 

Now if I may retire as a businessman and take the role of a poli- 
tician, gentlemen, 1 would like to ask: Do you believe in campaign 
promises. Thank you. 

The Cuatrman. Mr. Eaton, | believe in campaign promises. — | 
thank you for raising the question. Are there any other questions / 

We thank you, sir, for your fine contribution here to the cause. 

Mr. Earon. Thank you, Mr. Chairman. 

The Cuaiman. The next witness is Mr. Roy Richards, president, 
Southwire Co., Carrollton, Ga. 

Mr. Camp. Mr. Chairman, I would like to weleome Mr. Richards in 
iis appearance before the committee. He is a young man whom I 
have known through all of his business career. I would like to state 
he is one of the finest and most patriotic of our young men. 

The Cuarrman. Mr. Richards, if you will just state your name and 
the capacity in which you appear, we will be glad to hear you, and 
especially as you are a friend and so highly recommended by your 
Congressman, who is, we think, one of the outst: anding men of ability 
on this committee. You can be very proud to have him as your rep- 
resentative. 
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STATEMENT OF ROY RICHARDS, PRESIDENT, SOUTHWIRE CO., 
CARROLLTON, GA. 


Mr. Ricuarps. Thank you, Mr. Reed. I appreciate this opportu- 
nity of appearing before your committee. 

I am Roy Richards, president of the Southwire Co., Carrollton, 
Ga. Some 314 years ago I with three other veterans of World War 
II, started the Southwire Co., a new type of venture for Georgia 
manufacturing electrical wire and cable. This business requires a 
lot of heavy machinery, necessitating a large capital investment. 

Being in the 82-percent excess-profits-tax bracket, we have been 
unable to retain, in the business, sufficient earnings to justify bank 
loans for normal expansion and for the rounding out of our manu- 
facturing program, which is essential to the economic stability of our 
business. 

We have no Government contracts. Our net earnings—after taxes— 
amount to only approximately 11% percent of sales. We are handi- 

capped not only in obtaining necessary financing but also in obtain- 
ing desired personnel which is not attracted to a business which, 
solely because of taxes, lacks opportunities, even though the present 
members have given so heavily of their time and energies. 

Our company is a case of a growth company that has now extended 
itself into a debt position of $550,000, and we cannot recover from 
this position under the existing excess-profits-tax laws. We feel that 
the excess-profits tax places an undue hardship on new enterprises 
at a time when most of the veterans of World War II are trying to 
establish themselves in business. Having given 4 or 5 of the hens 
years of our lives to the service of our country, we looked forward to 
an equal opportunity in business in a country which is founded upon 
ene iples of free enterprise and equal opportunity for all. Present 

tax laws are so designed as to penalize new business out of existence, 
while favoring and perpetuating monopolies. 

I would like to review for a moment our financial position of ap- 
proximately $200,000 of invested capital raised from 5 veterans of 
World War II. We have been able to borrow $550,000 from Atlanta 
banks because we have personally endorsed the loans of the company. 
The company itself cannot borrow any money because of the over- 
extended financial position. Last year we had a net earnings of ap- 
proximately $92,000. Our excess-profits tax itself was something 
- the neighborhood of $8,000, and after taxes we had approximately 

37,000 left. You can see the extended position that we are in, and 
we are not in a position to recover from this position under the present 
excess-profits-tax laws. 

I appreciate this opportunity of being before you gentlemen, and 
I will be glad to answer any questions. 

The Cuarrman. We want to thank you. I am going to let your 
Congressman ask any questions he might wish to ask. 

Mr. Camp. Mr. Richards, what was that year that you began busi- 
ness ¢ 

Mr. Ricuarps. We started in business early in 1950, about 3 months 
before the Korean war started. 

Mr. Camp. Then you do not have any time in the base period? 
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Mr. Ricuarps. We do not have an earning period that would exempt 
us from a portion or a considerable amount. 

Mr. Camp. And your competitors then, with a base period, have 
that advantage over you? 

Mr. Ricarps. They do have. 

Mr. Came. Under what provision of the excess-profits-tax law do 
you figure your tax? f 

Mr. Ricriarps. We are in the position of about the 4th year under 
the tax formula. As you know, the 4th year in business does not 
give you a very favorable position. 

Mr. Came. In other words, you have just 1 year under the formula 
upon which to reconstruct the base ? 

Mr. Ricwarps. Right. 

Mr. Camp. And which results in your having to pay the maximum 
tax under the excess-profits-tax law, since you have had no former 
experience at all? 

Mr. Ricuarps. Right. 

Mr. Camp. Mr. Richards, I believe you said that you could not go 
forward, that you could not expand at all or develop your business 
because you have nothing left after taxes with which to do it, and 
you have already borrowed to the extent of your ability ? 

Mr. Ricuarps. Right. We have actually overborrowed at the banks 
in hope that the exc ess-profits tax would be removed. We tried to put 
ourselves in the position of being able to go forward when this tax is 
removed. 

Mr. Camp. As I understand it, you manufacture wire which is used 
by the REA and in the electrical field ? 

Mr. Ricuarps. We do. 

Mr. Camp. Copper wire and aluminum wire? 

Mr. Ricnarps. We manufacture copper, aluminum, and we also 
fabricate steel wire into conductors for the electric utility trade. 

Mr. Camp. What is this steel wire used for? 

Mr. Ricuarps. The steel wire is used for guy-strand and for static- 
wire purposes, 

Mr, Came. What is the demand for your product in your area? 

Mr. Ricuarps. The demand in the South is tremendous. In fact, I 
would say that it is one of the leading sections of the United States 
where the electrical industry is expanding. I might further add that 
approximately 90 percent of the electrical conductor is being shipped 
into the South from outside areas, and we looked upon this geographi- 
cal area as needing such service. 

Mr. Camp. In your opinion, Mr. Richards, would there be a market 
in your particular field and area for expansion of your business ? 

Mr. Ricuarps. There is a very definite market, since approximately 
90 percent is shipped in from eight hundred to one thousand miles 
away, 

Mr. Camp. In other words, 90 percent of the wire used in the South 
is shipped in there from other parts of the country ¢ 

Mr. Ricwarps. That is exactly right. 

Mr. Camp. You feel if your company could expand there would 
practically be no limit of what you could sell of your manufactured 
product ? 
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Mr. Ricuarps. Our company could expand from two to four hun- 
dred percent in the next 5 years if we had the necessary capital to do 
it with. 

Mr. Came. I thank you for your appearance, Mr. Richards, nd I 
want to endorse everything you have said, because I know about your 
company. 

The CuarrmMan. You made a very fine statement. As I understood 
you, your associates are veterans. Is that true? 

Mr. Ricnarps. That is right, sir 

The CnarrMan. Is it not true vier as a result of the war, where 
our young men serving, we will say in Korea and different parts of 
the world, many of them are highly as sined college men who, if they 
were not in the war, would be trying to de velop. industries much as 
you boys are doing, if I may call you a boy. Isn’t that right? 

Mr. Ricuarps. Yes, sir. 

The Cuarrman. And it would be most unjust for the Congress to 
leave tax laws on the books that would prevent these men from 
entering into new enterprises and exercising their initiative and their 
training and their education in developing industry ¢ ¢ 

Mr. Ricrarps. Four of my associates are technical graduates of 
Georgia Tech, fellows that I knew in service and who have come out 
of the service and have gone into this business with me. They have 
all invested their savings in the business, and we only need an oppor- 
tunity to develop the business that we have put our hearts and lives 
into. 

The Cuatrman. Undoubtedly there are literally thousands, we do 
not know how many thousands, of these fine young men that come 
out of the war, even though they may have been somewhat scathed, 
want to get into business of their own and have a family life of their 
own; is that not right ? 

Mr. Ricnarps. Right. 

The Cuatmrman. And this excess profits tax, you feel, prevents you 
from going beyond a certain point in your success ? 

Mr. Ricnarps. Exactly so. We are in a basic industry that unfor- 
tunately requires a lot of capital. We have perhaps extended our- 
selves into a basic industry rather than to get into a service industry. 
But we felt that there was such a demand for that particular type 
of business in the South that we went into it. We must have help 
and opportunity if we grow and develop. 

The Cuarman. Is it not true, probably—and let me know for 
information—when you approach the bank for further loans, do they 
raise the question of the excess-profits tax ? 

Mr. Ricwarps. Yes, they do. 

The Cuamman. I thought they would. 

Mr. Ricuarps. They call specific attention to the me: asly amount of 
money that we have left after taxes, which is only about $37,000. 

The Cuamman. Exactly. And any well-organized bank that is 
operating on a sound basis is certainly going to raise that point when 
young men want to start into business; is that not true ¢ 

Mr. Ricwarps. That is exactly so. 

The Cuatrman. I thank you for your statement, Mr. Richards. 

Mr. Muss. Mr. Richards, is your corporation on a fiscal-year or 
calendar-year basis ¢ 
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Mr. Ricuarps. A calendar-year basis. 

Mr. Stimpson. How many employees do you have ? 

Mr. Ricuarps. We have approximately 70 employees. 

Mr. Simpson. If you were permitted to expand as you believe con 
ditions would warrant, you could provide a great deal more employ 
ment in your area ¢ 

Mr. Ricwarps. Yes, sir. We could go up easily to around 200 
employees. 

Mr. Stmpson. You do not object to the payment of taxes so long 
as they are equitably applied. Your objection is basically that your 
company, because of having no earning record, and so on, is discrimi 
nated against when compared with competitors who may have been 
long-established corporations ¢ 

Mr. Ricuarps. We do object on the basis that it is discriminatory, 
that it is preventing us not only from obtaining the necessary capital, 
but further, that we have no base period, and that we are completely 
out of line with the old-established companies to a tax basis and 
program. Percentagewise we are paying the highest taxes in the 
industry. 

Mr. Simpson. Because you are a growth company, you are, as you 
say it, discriminated against by our tax laws, the excess-profits tax 
in particular ? 

Mr. Ricuarps. Right, 

Mr. Simpson. Thank you. 

The Crarrman. Mr. Kean will inquire. 

Mr. Kean. Mr. Richards, you and the other three veterans would 
not have invested your savings, would not have signed notes for large 
sums of money at the bank, personal notes, on the basis of making 
6 percent on your money, would you ¢ 

Mr. Ricuarps. No, sir. 

Mr. Kean. Is it not true that the thing that makes our economy 
tick is the hope of some one going into business that he will make 
what the government now calls excess profits and which the govern 
ment now takes away through this excess-profits tax ? 

Mr. Ricuarps. Exactly so. You must have incentive to go in and 
take the chances that we have taken in a business. Otherwise, it would 
not be smart to take the chances and go through the headaches for 
the little return that we are getting out of it. 

The Cuarmman. Mr. Curtis will inquire. 

Mr. Curtis of Missouri. I just wanted to ask one question. You 
said you employed about 70 people? 

Mr. Ricwarps. About 70 people, yes. 

Mr. Curtis of Missouri. How much paperwork is involved in mak 
ing these excess-profits tax returns‘ How much work is imposed on 
your company ¢ 

Mr. Ricuarps. I would say that it is at least the full time of one 
e mployee to keep up with that procedure. 

Mr. Curtis of Missouri. And you sort of have to set up an account 
ing system that conforms with the government’s methods in order 
to be able to make these returns, do you not ? 

Mr. RicHarps. Our accountant has explained the extra expense 
that he has to go to in order to figure out the excess-profits tax. We, 
likewise, have to pay for that extra expense. 
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Mr. Curtis of Missouri. The reason I brought that out is that in 
our Small Business Committee hearings in the past 2 2 years, one of the 
hig complaints about the excess-profits tax, as well as, incidentally, 
other Federal taxes, is the amount of paperwork that was imposed 
upon these smal] companies in order to just make the tax returns. I 
just wanted to emphasize that point. 

Mr. Ricwarps. It is considerable trouble and also adds to the expense 
of the company. 

The Cuarrman: Mr. Knox, do you wish to inquire? 

Mr. Knox. No questions. 

The CuatrmMan. Any other questions? 

Mr. Richards, we thank you for your very fine statement, based on 
your own practical experience, which is higbly valuable information 
for this committee. 

The committee stands in recess until 1 o’clock. 

(Whereupon, at 11:47 a. m., the committee was recessed, to recon- 
vene at 1 p. m. the same day. ) 


AFTERNOON SESSION 


The Cuarrman. The committee will come to order. The commit- 
tee will resume hearings on the President’s recommendation to extend 
for 6 months the excess-profits tax. The next witness we will hear 
from is Mr. Frederick K. Daggett, president, Flexible Tubing Co., 
Guilford, Conn. 

We will be pleased to hear from you, Mr. Daggett. Will you give 
vour name and the capacity in which you appear ‘for the record. 


STATEMENT OF FREDERICK K. DAGGETT, PRESIDENT, FLEXIBLE 
TUBING CORP., GUILFORD, CONN. 


Mr. Daacerr. Mr. Chairman, my statement has had a few changes 
in it. I have the revised copies here. If you would like to distribute 
them, I will be very glad to furnish them to you. 

The Cuarrman. That will be fine. 

While we are waiting, without objection I would like to introduce 
a telegram here from the Invincible Metal Furniture Co., of Mani- 
towoc, Wis. 

(The telegram referred to follows :) 

MANITOWOC, Wis., June 2, 1953. 
DANIEL A. REED, 
House Ways and Means Committee, 
House Office Building. 

We oppose extension excess-profits tax as law discriminatory and unfair, 
encouraging waste and inefficiency. 

INVINCIBLE METAL FURNITURE Co. 

The Cuarrman. You may proceed, Mr. Daggett. 

Mr. Daccerr. Mr. Chairman and members of the committee, my 
name is Frederick K. Daggett. I am president of the Flexible Tubing 
Corp., of Guilford, Conn. I appear before this committee not to 
present any arguments, but merely to tell a story. The story will be 
how a small corporation starts, how it grows, and how it ceases 
growing. 
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The Flexible Tubing Corp. is situated about 17 miles east of New 
Haven, Conn., on the shores of Long Island Sound. Guilford 
small community listed in the 1950 census as having a 5,092 population. 
However, my company draws its employees not only from the town 
of Guilford, but also from neighboring towns whose population totals 
approximately 30,000 people. 

My company employs nearly five times as many people as the next 
largest employer in Guilford. Naturally the growth or nongrowth 
of my company has a substantial influence on the future welfare ot 
this community. 

My company is not a war baby. While it is true that at present a 
substantial portion of our business is war work, and I might inject 
here that in 1952 approximately 26 percent of our total sales were 
in Government contracts. We started out in January 1948 as a 
commercial organization and we continue to manufacture commercial 
items in increasing amounts. For example, here is one of our com- 
mercial items. 

This white tube that you see happens to be a duct used in connec- 
tion with home-laundry driers. With minor modifications it is a 
vacuum-cleaner tube of a new, light principle. It is highly flexible 
and much easier for the housewife to hi indle. 

The Cuarmman. If I am not prying into trade secrets, is that rubber 
or some new material ? 

Mr. Daaeerrr. This consists of a spring-wire helix, or spiral, around 
which is secured a cover of cotton-reinforced resinous material. It 
is actually a plastic. Would you like to see it, sir? 

The principle in that tube is quite new. The material itself is a 
basic plastic compound, but the modifications of it were developed 
in our own laboratory by our own chemical engineers and chemists. 
Here I have another product that we make which is used in connection 
with the air conditioning of both domestic or commercial and Govern- 
ment aircraft, on a container 15 inches long. This tube will jump out 
toa length of 15 feet, which makes possible the easy stowing of an air- 
duct, and a piece of equipment that handles very easily because it is so 
light in weight. This tube isan Air Force item. For commercial air- 
craft it is the same exc ept that it is not in this high-visibilty yellow. 
In 1948 when we started in business, my company ‘employed ‘only five 
people and the gross sales for the entire year amounted to $125,000. 
Our payroll that year was $56,500. 

In 1952 our gross sales approximated $2 million and our total payroll 
for 225 approximated $550,000. I think you gentlemen will agree 
that the figures 1 have just given you represent a substantial growth, 
both in dollar volume and number of employees. 

However, our further growth is now in jeopardy. This does not 
mean that we can’t get more business. It merely means that we are 
prevented from accepting more business because the excess-profits tax 
we will be obligated to pay will take away from us the cash necessary 
to finance future e xpansion. 

My view of a successful business enterprise is that business which 
adequately uses the four M’s. By this we mean men, materials, 
randhibiaadh and money. As far as men are concerned, we have some 
of the finest men and women employees in the country. For mate 
rials, we not only use the best, but we have even developed our own 
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material, as we will indicate later. Our machines are highly special- 
ized and much, of necessity, must be designed and built by our own 
people. 

The present high basic corporate tax rate itself has not permitted 
us to retain sufficient earnings to reinvest in the growth of the business. 
We, therefore, find ourselves depending on short-term bank loans for 
our working capital. Bank loans, of course, are only temporary in 
nature, and we must raise additional permanent working capital not 
only to assure the continued growth of our business, but also, and this 
is extremely important, to permit us to operate even at our present 
level of activ ity. 

We have discussed, of course, with outside investors, and with our 
bankers, the question of investing in our company. We find that no 
sensible investor will hazard his cash in a firm where, although past 
performance has been excellent and the promise of future growth is 
great, the shadow of limited earnings through unequal tax burdens 
is so much greater, that he stands to gain little from his risk. 

[ am not here to argue the correctness or incorrectness of the philos- 
ophy of an excess-profits tax. However, I would like to state for the 
record that there might me little question of an excess-profits tax 
where a country is totally at war, where nearly all of its industrial 

capacity is engaged in warwork, and where profiteering because of 
this warwork is a possibility. At this point I should say parentheti- 
cally, that existing price redetermination and price renegotiation 
procedures are sufficient accepted administrative methods for siphon- 
ing off excess profits resulting from military production. 1 therefore 
happen to be one of those persons who believe that the philosophy of 
an excess-profits tax should be reviewed again in light of the obvious 
administrative methods available under modern procurement regula- 
tions, that is Government procurement regulations, to adequately 
prevent that which an excess is supposed to cure. 

It is my firm belief that there is too much talk about war profiteer- 
ing and not enough thought and investigation to determine whether 
such actually exists. If it exists or could exist, it is not because of the 
lack of an excess-profits tax. Rather it is because of improper use of 
the presently available methods of price redetermination and price 
re a 

appear before you not simply because I am a small-business man. 
| do not believe in the artificial ‘diffe rentiation between small and large 
business. Ll appear asa representative of a so-called growth company, 
and it happens that most growth companies are relatively small. 

Both in defense business and in commercial business, my company 
has proved that it can meet and beat big business and produce items 
at a cost below that even of big business with its vaunted efficiency. 

However, the simple facts of life are that the present excess-profits 
tax penalizes the smaller businessman, most particularly a growth 
company, and prevents him from actively continuing to compete with 
large business. 

I may say to you, gentlemen, that our product is found in the air, 

1 planes that fly over Korea. Our product is found on the land, in 
tt which operate in Korea and in factories which produce war- 
work and commercial work as well. Our product is also found under- 
ground where men mine the products essential to both peacetime and 
wartime operations. 
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We are obviously a company engaged in essential work. But we ask 

o favors. Weask no subsidies. We only request that we be allowed 

to operate. That we be allowed to produce. That we be allowed to 
crow. 

When we grow, we do not do so at the expense of any other com 

pany or by reason of any subsidy from the Government. Like many 


l 
t 


other similar businesses, we grow because we develop new ideas and 
ew techniques. 

One simple example exists 1n a recent defense contract we held. 
Che specifications called for an item costing $3.70 a pound. The very 
capable engineers of a giant corporation stated categorically that no 


otner material could be used for this item. However, my company 
ound a material actually developed the compound usable in this 
tem costing only 60 cents a pound, which we were eventually allowed 
to use. What was the result? A saving to the Government and to 


ie taxpayer ol approximately $70,000, which is a much better way 


‘ 


1 


of getting money back into the Government till, 1 think, than through 

e use of an excess profits le Vy: 

My company dloes hot object to paying tuxes, We welcome the 
\merican right to pay proper taxes for carrying out the needs of 
Government. But at the same time, we believe that taxes, or the 
philosophy of certain types of taxation, should not be decided on an 
emotional basis or under the undue influence of the theory of so-called 
war profiteering. 

| hrnaly believe, members of the committee, that m order to bring 
more money into the Preasury of the United States, smaller com- 
panies such as mine should be Tiven the opportunity to grow. The 
facts I have told you about today should clearly prove hat we cannot 
grow if our growth capital is taken away from us by an arbitrary tax. 

We can only grow, and continue to save money for the Government 
f the present excess-profits-tax law is wiped from the books as soon 
is possible. 

The CHatrMan. Does that complete your statement, Mr. Daggett ¢ 

Mr. Daccerr. Yes, sir. 

The CHAmman. I want to congratulate you, sir. That is a very 

ie and clear presentation of the difficulties of small business trying 
LO expand under the excess profits tax, We appreciate this informa- 
on very much. 

Mir. Mason ? 

Mr. Mason. Mr. Daggett, your story is both an interesting one and 

very convincing one. It is the story of thousands of new, growing 
small businesses all over the country that are now being strangled, 
prevented from CTOWING by the excess profits tax. The sooner we 
in get that picture before the country, and it is not before the country 
is yet—they think excess-profits tax is a tax to take the profit out of 
war, to mop up excess profits when it is not doing that at all—it will 
» that much better. 


I am very glad to have your interesting story as one of many to 

ick up the need for the end of this unsound tax. 

Mr. Daceert. Thank you very much, Mr. Mason. ‘That is exactly 
vhy L had the temerity to appear before this distinguished commit 
tee, beeause I did feel that our case might be typical of many who did 
not feel they wanted to be as articulate as I wanted to be about it, 

The CHairman. Mr. Eberharter. 
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Mr. Eseruarter. Mr. Daggett, you would not object to renegoti- 
ation and redetermination of price insofar as your contracts with the 
Government are concerned, would you? 

Mr. Daacerr. Not at all, sir. We are involved in that, and we have 
been all along. The proper practice of the redetermination principle 
and the renegotiation act, I think, would effectively prevent any profi- 
teering from so-called war or defense contracts. I think they are 
good instruments. 

Mr. Esernarter. As you know, the renegotiation act, for all prac- 
tical purposes, expires at the end of this year. You would not have 
any objection to a renewal of that? You are perfectly satisfied with 
it? 

Mr. Dacerrr. None whatever, sir. As a matter of fact, as a tax- 
payer I would heartily approve the extension of the renegotiation act. 

Mr. Esernarrer. Of course, this excess-profits tax was intended to 
take care of the excess profits where there are no Government con- 
tracts. I appreciate your testimony very much. 

Mr. Daccerr. Thank you, sir. 

The Crarrman. Does that complete the questions and the state- 
ment? We thank you very much for your contribution and the infor- 
mation you have given to this committee on this important subject. 

Mr. Daceerr. You are very welcome, sir. Thany you. 

The Crarrman. The next witness will be Mr. Alfred Nelson, presi- 
dent, Superior Electric Co., Bristol, Conn. 

Mr. Nelson, if you will give your name to the reporter and the 
capacity in which you appear, and also we will be glad to have the 
name of your associate and his capacity, too. We will be glad to hear 
from you. 


STATEMENT OF ALFRED NELSON, PRESIDENT, SUPERIOR ELECTRIC 
CO., BRISTOL, CONN. 


Mr. Netson. My name is Alfred Nelson. I live in Bristol, Conn. 
I am the president of the Superior Electric Co., which is located in 
Bristol, Conn. 

Mr. Chairman and gentlemen of the committee, it is a privilege for 
me to have the opportunity to appear before this committee of the 
Congress of the United States. 

The Cuarrman. Did you give the name of your associate ? 

Mr. Nexrson. I do not have an associate. Mr. Harvey Coleman is 
the assistant who will help me with the graphs. 

The Cuarrman. That is all right, then. I thought he might be 
testifying. 

Mr. Netson. The Superior Electric Co. was founded in June of 
1938, just 15 years ago. At that time it had 2 employees working in 
a backyard garage. These 2 employees were myself and our vice 
president. 

The company now has approximately 300 employees engaged in the 
manufacture of electrical-control equipment. 

The growth of our organization has been based on research and 
engineering in the dev elopment, design, and manufacture of new tech- 
nical products for use in industry and in the home. We manufacture 
a complete line of variable a-c voltage transformers and automatic 
voltage regulators to control the voltage of ordinary a-c power wires. 
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A new device we have recently announced is what we call a power- 
stat wallbox dimmer. It is used to control lighting in homes, offices, 
and commercial buildings. I have here a samp ple display showing how 
it would function to control the lighting in your own living room. If 
I turn the knob clockwise, like this, the illumination from your lights 
will be increased so you may read or do other tasks requiring a bright 
light. If you wish to look at television or relax with y your friends, 
just rotate the knob like this—and you have any level of comfortable 
subdued lighting that you may desire. The device is basically a varia 
ble a-e voltage transformer. It is not a rheostat. 

The Cratrman. Is that connected to the wire system of the house? 

Mr. Netson. That would be connected to the ordinary 110 lighting 
system of the house, Mr. Chairman, and would replace the standard 
on-off switch, by which the lights are brought immediately up to full 
brilliance. 

The excess-profits tax is very seriously interfering with our ability 
to manufacture and sell new products such as this powerstat wallbox 
dimmer that have just been demonstrated. This tax is hampering the 
growth of our organization as well as jeopardizing the jobs of those 
who are presently employed. 

The excess- profits tax isa strong deterrent to modernization of plant 
facilities. In spite of the present good level of production and profits 
before taxes, it is impossible for us to retain sufficient earnings to 
assist in financing a new modern plant that is badly needed to meet 
rising costs and the competition that is ahead. 

We presently operate our production line from seven small locations 
in the city of Bristol and I believe you can appreciate the difficulties 
that are involved in this broken chain of production. It seems to me 
that we are more in the transportation business than in the manufac- 
turing business. Last year we did manage to produce in Bristol a fine 
new site that will accommodate a modern one-floor plant to suit our 
needs. However, as long as we are faced with this excess-profits tax, 
we cannot afford the cost and risk of a new building. The site is now 
a field of daisies—an attractive monument to the excess-profits tax. 

Let me show you how the Federal tax system affects our business. 
In 1948 the percentage of net income taken by Federal taxes was 
38 percent. In 1949 “that was still 38 percent. In 1950, with the 
coming of the excess-profits tax, that jumped to 47 percent. In 1951 it 
jumped another 20 points, to 67 percent. In 1952 it came to 69 per- 
cent of our net income taken by Federal taxes. 

I have here some graphs describing the growth and financial diff- 
culties of mm Superior Electric Co. This chart shows sales volume 
over the years 1948 through 1952. Each scale division is here $1 mil- 
lion. Thus, j in 1948 we had a sales volume of $114 million. By 1952 
that sales volume had increased to $414 million. It makes a beautiful 
salescurve. Our sales people, our engineering department and factory 
have apparently done an extremely good job. It looks like the side of 
Mount Everest, like we are going to the top. From looking at that 
we might conclude that the stars are shining on Superior ‘Electric. 
We must be in extremely good shape to have a sales volume or sales 
picture of that kind. So we go on to chart (B). 

Chart (B) shows our profits before taxes, our income and excess- 
profits taxes, and our net profits after taxes for the same period, 1948 
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through 1952. Each seale division represents $100,000. If we ever 
reach the top of the chart it is $700,000, 

Taking our graph No. 1 here on this chart before taxes, we note that 
in 1948 our profits before taxes were $150,000. By 1952 that had 
increased to $650,000. In other words, the ratio of profits before 
taxes is 4 to 1 over the period 1948 through 1952. That is exactly the 
same ratio that we had on our sales volume curve, 4 to 1. Our volume 
has gone up 4 to 1, our profits before taxes have gone up 4 to 1. But 
again we have what we can throw our chests out at and say here we 
have a really fine financial picture. The success of the company is 
shown by this fine profits before taxes. Then we look at our graph 
No. 2, which is the red line. We find that in 1948 we had a total Fed- 
eral tax take of $50,000. By 1952 that had increased to $450,000, in 
income and excess profits taxes. 

Now we are not quite so sure, maybe our chest doesn’t stick out quite 
so big as it did on the top curve. We find there is a little bugger in 
the woodpile some place, and we have now a ratio of 9 to 1. Our sales 
volume curve was 4 to 1, our profits before taxes were 4 to 1, and here 


a little factor of 9 to 1 creeps in. That is not so good, 
But we would like to look a little further, so we go on to our graph 3, 


net profits after taxes. Here we find in 1948 that we had profits of 
approximate ly $90,000 after taxes. By 1952 that is $190,000. Here 
we have a ratio of net profits after taxes of 2 to 1 from the period 1948 
through L9d2. So he re we have sale s volume tto Ss profits before taxes 
! to 1, income and excess profits taxes 9 to 1, shaving us down to a net 
profit after taxes of 2 to 1. 

Well. that is not quite so good, and we begin to wear a little bit of 
afrown. But then again $190,000 is a lot of money. We are a small 
company and we might well conclude that conditions are not too bad 
after all, $190,000—the boys must really be rolling in cash. So 
then we take a look at graph (ec). 

Graph (c) is a plot of the financial strength of the Superior Elec- 
tric Co. over the period, again 1948 through 1952. Each one of these 
scale divisions represents the ratio of current assets to current. labil- 
ities. If the ratio were 1, it would be here on this chart, 2 here on 
the chart, and if we reached the top of the chart, that ratio would be 
i tol. 

Looking at this graph of financial strength, again we see that in 
1948 that ratio was very close to 2. In 1949 it climbed to about 21). 
In 1950 the excess-profits tax came after us and we found that it 
again had been reduced to about 2 to 1. 

That still is not so bad. We have found through experience that 
we are able to pay our bills, we are able to get operating cash to cover 
our commitments if that ratio stays appreciably close to 2 to 1. But, 
by 1951, with the continuance of the excess-profits tax, we find that 
that ratio has dropped way down to 1 to 6, and by 1952 it is down 
to 1 to 4. 

Briefly, gentlemen, that is a dangerous ratio. It is extremely dif- 
ficult for a company in our line of business to continue to operate 
with a financial strength in that sort of pattern. It looks to us here 
as if we are going down the chute, right down into the cellar. 

The Cuatrman. Does that complete your statement, Mr. Nelson? 
Mr. Netson. It does not, Mr. Chairman. 

























EXCESS PROFITS TAX EXTENSION 107 


With your permission I should like to have these graphs included 
in the record. 

The CHairmMan. Without objection. 

(‘The graphs submitted by Mr. Nelson follow :) 


GRAPH (A) 


SALES VOLUME FOR 
1948 THROUGH 1952 





1948 wae 1950 198i 1962 


Mr. Jenkins. May I ask a question there’ How much do you 
owe’ Are you debt free, your organization / 

Mr. Netson. Weare not debt free, Mr. Jenkins. We found it neces- 
sary on March 15 of this year, 1953, to borrow a sum of $300,000 to 
pay our first installment of income taxes coming due on that date. 

Mr. Jenxins. That is what 1 was going to ask you. If you had 
not borrowed money you would have been broke, would you not ? 

Mr. Netson. That is exactly correct, 

The CuarMman. I would like to ask you a question, too: You have 
found it somewhat difficult, have you not, to get loans in the face of 
the excess-profits tax 

Mr. Neuson. We did find difficulty. However, we were able to 
get the money. Certainly we were questioned in great detail with 
respect to our excess-profits-tax position. The bank felt we were in 
a Vulnerable position. However, we had done business with this same 
institution over a period of years and they were willing to take on 
the loan. 
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The CHarrman. You always meet your obligations and had good 
character and credit ? 

Mr. Netson. That is correct. 

The Cuarrman. So you got the loan in spite of the excess-profits 
tax; is that right? 

Mr. Netson. That is right. 

The Cuarrman. Mr. Mason. 

Mr. Mason. To follow up that, I was talking to the president of a 
company yesterday, in Joliet. They have plants in a half dozen 
different States. He told me he wanted to expand some of his new 
developments, and he wants to borrow a couple of million dollars. 
His financial situation is fine and he can borrow it easily. But, he 
says “Congressman, I don’t know whether I ought to borrow it or 
not, and I am not going to borrow it under present conditions, be- 
cause,” he says, “I don’t know how I am going to pay it back after I 
do borrow it, because I will not have the cash to pay it back after 
the excess-profits tax is taken.” 
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There is the situation that we have all over the country. We cannot 
expand our industries because we have no way of doing it even if 
our credit is good. That is the situation we have to correct if we 
want to keep on expanding American business. 

Mr. Netson. Mr. Mason, it will be difficult enough for us to repay 
this loan for working capital purposes rather than—it will be difficult 
enough to repay that, much less to repay a loan that we might run into 
for any contemplated expansion. 

The Cuarrman,. Mr. Curtis will inquire. 

Mr. Curtis of Missouri. I just want to be sure of your conclusion. 
[f you stopped expanding, Mr. Nelson, would your financial strength 
stabilize and improve / 

Mr. Netson. Yes, sir; it would stabilize and improve. I suppose 
you ean rightfully ask the question why don’t we do that. 

Mr. Curtis of Missouri. No, sir, I will not ask you that question be- 
cause I do not think that is what American industry should do. I 
think we want it to grow. 

Mr. Nexvson. Thank you, sir. 

The Caarman. If you will pardon me, I cannot help but be 
pleased with your st: itement here because it is so in accord with the 
experience over the country. I happen to have been in Congress for 
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a good many years, some 35 years, and have gone through a good many 
periods of this question of taxation. In the 1920’s we reduced taxes 
so that we gave industry a chance to move ahead. Strange to say, 
each time that we lowered the taxes, individual and corporate and so 
forth, each time we got more revenue, until finally the revenue was 
pouring in as the result of the expansion of business so that we paid 
a billion dollars each year on the national debt. We have people com 
ing before us from the Government, who hold up as a horrible ex: unple 
this deficit of, they say, 10 or 12 billion dollars. When the 80th Con 
gress went into power, when they took over, there was a deficit of over 
S20 billions, and in 2 years they wiped it out by lowering taxes, un 
shackling business. 

Here is an interesting thin ig that I think you would like to know, 
and I want it for the record. That is if our present Secretary of the 
Treasury, of whom I am very fond, I think he is a grand, good man, | 
think he is earnest and I think he is sincere—but if he were to succeed 
in obtaining an extension of the excess-profits tax, he would be the first 
Secretary of the Treasury of this country who had ever advocated an 
excess-profits tax in time of peace. So I agree with you that there 
has to be relaxation here or we are going to slide into a depression 
just as sure as fate. Unless there is some reduction in the taxes, we are 
voing to do it. The storm signals are out now. That reduction has 
to come well in advance of the cutting of the expenditures of the Gov 
ernment. 

Mr. Nevson. Mr. Chairman, may I make a statement with reference 
to this curve of financial strength as it relates to the statements of our 
Secretary Humphrey yesterday / 

The CHatrMan. Yes, certainly. 

Mr. Netson. Thank you. I realize that anyone who takes upon 
himself a public office should have all the recognition that he deserves. 
It isa little bit difficult to disagree with a man in his capacity. How 
ever, I feel that in justification to our own story I can only say that 
our Secretary of the Treasury yesterday indic ated here that any cor- 
poration having a net income of $250,000 is big business. It is rather 
nice to see our little business classed with the giants, but it is a little dis- 
concerting to see our giant turn into an infant and slide down the chute 
of our graph of financial strength. It is no less disconcerting nor is it 
particularly consoling to find that he agrees with us that the excess- 
profits tax 1s bad in every single respect. 

In conclusion, I should like to mention four benefits that ae 
tion of the excess-profits tax will mean to our organization. No. 1, 
will mean the ability to move ahead with the production and sales of 
new products such as this new wallbox dimmer. 

No. 2, it will mean ability to proceed with our plans for a new 
building. We would very much like to trade that field of daisies for 
a new, modern plant. 

No. 3, it would mean increased employment. Our employment. at 
the present time is 300 people. If we had the ability to move ahead 
with new products, if we had the ability to proceed with our plans 
for a new building, as we would if excess-profits tax were allowed to 
terminate, we would increase our employment by between 100 and 300 
people. 

Four, last but not least, the restoration of our company to a sound 
financial condition. In other words, we will be able to again see our 
graph of financial strength rise toward the critical ratio of 2 to 1. 
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If we are again allowed to become financially sound, I believe that 
we will be in a position to better serve our employees, to better serve 
our customers, and, I sincerely believe, to better serve our Nation. 

I thank you, gentlemen. 

The CuarrMan. Does that conclude your remarks ¢ 

Mr. Netson. That concludes my remarks, Mr. Chairman. 

The Cuarrman. There really is no relief provision that could be 
written in here that could help you in your particular business, is 
there? It is the tax itself that is at fault ¢ 

Mr. Netson. I am truthfully not qualified to say, Mr. Reed. How 
ever, from the standpoint of discrimination, I personally feel that it 
is not good practice to discriminate in favor of any particular class 
of business, and in effect it is only my personal opinion that we would 
be doing that if we had it. 

The Cuatrman. You made a very fine statement and very helpful 
to the committee. Are there any questions! Mr. Eberharter ? 

Mr. Esernarrer. Mr. Nelson, do you have any Government con 
tracts‘ 

Mr. Newtson. The total of our Government contracts is less than 
| percent of our business, sir. 

Mr. Esernarrer. Then you would not be much interested in 
whether or not we continued the renegotiation statute, would you? 

Mr. Netson. No, sir; we are not interested in whether or not that is 
continued. 

Mr. Esernarter. If the excess-profits tax is continued for 6 more 
months, it will cost your company, the way I figure it, approximately 
$115,000; is that about the way you figured it? 

Mr. Netson. That is probably correct. I believe it will be some 
what less than that, Mr. Eberharter—somewhere in the neighborhood 
of sixty to seventy thousand. 

You see, we are in the 70-percent classification. Actually, the 
break in its going off June 30 is not quite as advantageous to those 
in that group as it is to those who are in the 82-percent bracket, as it 
apparently works out. However, that is still a very large amount 
of cash as far as our company is concerned. 

Mr. Esernarrer. Then, after your corporation pays these very high 
taxes, you, of course, personally have to pay in a pretty high bracket? 

Mr. Netson. That 1s correct, sir. 

Mr. Enernarrer. Are you ina pretty high bracket / 

_Mr. Netson. Well, I believe I am compared to what I was in 1938 
sir. 

Mr. Evernarrer. I do not want to ask you how much you made. 
Thank you. 

Mr. Nexson. I will be glad to answer you, if you would like to give 
the question. 

The Cuarrman. Are there any other questions? 

We thank you for your fine statement, Mr. Nelson. 

Mr. Netson. Thank you very much, Mr. Chairman and members 
of the committee. 

The Cuarrman. The next witness is Mr. Bradley Collins, 1112 Park 
Avenue, New York City. 

Will you give your name to the reporter and the capacity in which 
you appear ¢ 











112 EXCESS PROFITS TAX EXTENSION 
STATEMENT OF BRADLEY COLLINS, NEW YORK CITY, N. Y. 


Mr. Coins. My name is Bradley Collins. I reside in New York 
City. My business is putting my own capital into promising enter- 
prises. 

Mr. Chairman and gentlemen of the committee, your allowing me 
to come here and appear before you is a very much- desired opportunity 
and honor. I appreciate it greatly. 

The evils of the so-called excess- profits tax are admitted even by 
many who urge its extension for the sake of expediency. I shall not 
try to discuss all these inequities. Instead I should like to invite your 
attention to how a continuation of the tax will affect for decades the 
ability of growing companies to attract equity money by selling shares 
in their businesses. 

Many of you at one time or another have probably been asked if 
you care to put money into a new venture or into the expansion of 
an established enterprise. Sometimes I am asked this question by a 
representative of an investment-banking company. After he and I 
have talked about the various risks, and there are always many which 
lie ahead in the venture, he may say: “Frankly, this is a speculation. 
One cannot deny that it may go out ‘of business and all your invest- 
ment may be lost.” 

Then comes the lure, the incentive, as he adds: “But if it does suc- 
ceed, the return on your money will be tremendous.’ 

The hope of profits, profits very big in relation to investment to 
early earnings, is the only incentive that will normally attract capital 
into new or growing ventures, where the risks are necessarily great 

This hope of profits i is obviously dampened by the so-called excess- 
profits tax. The great danger in continuing the tax is that capital 
will come to reg vard the lev v as a recurring expedient which the Treas- 
ury will employ whenever business is good and the Government is in 
great need of revenue. The argument of a.securities salesman that 
the earnings of.a young enterprise will be tremendous if the com- 
pany succeeds loses force when the investor knows that over two- 
thirds of these earnings may be taken at some future date by taxes, 
We all know how those foreign countries which have mistreated pri- 
vate American capital have great difficulty now in securing it. In- 
vestors always remember the troubles of the past and fear them in 
the future. 

If Congress enacts an extension of the excess-profits tax its action 
will be remembered by investors for many years. For decades the 
possibility of a revival of the excess-profits tax will cause hesitation 
among those who will be thinking of putting money into new indus- 
tries. When tension occurs abroad or an emergency arises here, the 
reluctance to venture funds will be acute. 

Incidentally, on the front page of today’s Washington Post appears 
a sentence which is pertinent. The paragraph deals with the drop 
in share values in New York yesterday. I quote: 

Stock prices fell as much as $38 a share. The bond drop was seen as one 
unsettling factor in the stock market. Traders said the international situation 
and fear that the excess-profits tax will be continued helped push prices down. 

T can think of nothing that will do more lasting damage to the ability 
of growing companies to raise capital than the continuation of 
this levy. 
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The argument which I have advanced against the extension of the 
excess-profits tax may seem to lack popular appeal. I doubt such 
lack because there is nothing in what I have said which is not known 
by businessmen and investors, big and small, throughout the Nation. 
They realize the truth in the argument and want the tax to expire as 
scheduled. 

I believe that people all over the country sense that this levy is not 
a sound tax. Many of the members of the committee apparently are 
well aware that it is a bad one and that its continuation cannot be right. 
I have faith that you will be guided by what you believe is right. 

The CuHarrMan. Does that conclude your statement é 

Mr. Corus. Yes, sir. 

The Cuarrman. That isa very fine statement and we thank you very 
much for it. Are there any questions ¢ 

Mr. Jenkins will inquire. 

Mr. Jenkins. You state at the beginning that you are an investor; 
you are in the business, as you say, of “putting my own capital into 
promising enterprises. 

[ do not want to ask you how much you put in, or anything personal 
about your business, but I would like to know how well posted from 
experience you are on this great subject you are talking about. Would 
you mind telling us what has been your connection, or can you give 
us some illustrations as to what you base your cone fusions on? 

Mr. Coxurns. Mr. Jenkins, in 1937 I was employed in the financial 
district in New York by a firm that prepared reports and surveys 
for underwriting houses, insurance companies, banks, and the public- 
utility industry. I was there for approximately a year, and then I 
worked for an investment trust, doing the research work, visiting 
the plants and making analyses of trends in the aviation industry, 
both the aircraft manufacturing and the air transport branch of the 
industry. 

Following the war—that is, the Second World War—I used my own 
capital in investing and in putting money into enterprises. I was not 
employed by anybody. I was using my own money and reviewing 
the situations for my own account. 

Mr. Jenkins. That is all, Mr. Chairman. 

The Cuatrman. Any other questions? 

We thank you for your presentation. 

Mr. Couns. Thank you, Mr. Chairman. 

The Cuatrman. The next witness is Mr. Herbert Laube, president, 
Remington Corp., Auburn, N. Y. 

Will. you give your name and the capacity in — you appear for 
the benefit of the record? We will be glad to hear you. 


STATEMENT OF HERBERT LAUBE, PRESIDENT, REMINGTON CORP., 
AUBURN, N. Y. 


Mr. Lavuse. Herbert Laube, president, Remington Corp., Auburn, 
N. Y. 

Mr. Chairman, before I tell about the effect of the excess-profits tax 
on my business, I would appreciate the opportunity of just a rew words 
of a personal nature. I was raised out in the Middle West, and I 
finished my engineering schooling at Lowa State College in 1923. I 
went to California, worked there, and got into the mec hanical cooling 
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business in 1924 and have been in that business, both air conditioning 
and refrigeration for the last 29 years. For about 20 of those years I 
was with the Carrier Corp., and for 12 years was vice president of 
Carrier. 

After the war was over I wanted to do something that had been a 
lifelong ambition, namely, to find out whether I ‘would be able to 
initiate, operate, and organize my own business and make a success 
of it. The only way to find out was to try it. Seven years ago 1 
resigned as vice president of engineering of Carrier Corp., and took 
over the Remington Corp. 

Now, let me say that the Remington en Was not a business at 
that time, because it had been established or incorporated in 1937, 
but had been in the air-conditioning panies and had to go out of 
that business for military reasons, because it could not get material 
in 1942. For 4 years, therefore, this business was entirely dormant. 
So, in effect, it was an entire ve hew company. We started in. Seven 
years ago there were four of us. We had an old wooden building 
down in Cortland, N. Y., are our purpose was to make room air con- 
ditioners. We have been in the room air-conditioner business contin 
uously since 1937. 

The room air-conditioner today is a source of an increasing amount 
of revenue because it is subject to a 10-percent excise tax. Our 
efforts met with suecess. In 1946 we did no business. We were 
just rebuilding the plant and designing one model of air conditioner. 

In 1947 we did just over $300,000 worth of business. In 1948 it 
was something over $500,000. In 1949 it was $700,000 for 10 months 
because we changed our fiscal year. In 1950 we added 3 new 
models, and by adding these models and adding to our se ‘ling organi- 
zation we did over $2 million. In 1951 it was $234 millions. In 1952, 
$334 millions; and, gentlemen, the first 6 months of this year we did 
almost $4 million. In other words, there is a boom on in air con- 
ditioners. 

My point is that my associates and I took the gamble 7 years ago 
believing in the future of that device. We could still be working 
where we were working then. I resigned a $25,000 position in order 
to try my hand at this thing, and took no salary the first year in order 
to see if we could make it go. 

When I say we are in the room air-conditioner business, I should 
add that we are the only company whose major business is room air- 
conditioners. We are the only company who has been only in this 
business and no other business for over 3 years without going bank- 
rupt. Others have tried it and have failed. We have no ‘patents 
whatsoever that give us any advantage over our competitors. We 
do have competition. The last list I saw in Chicago last week showed 
70 competitors making room air-conditioners or at least selling them 
as their product. They do not all make them. Some of them buy 
them under their own brand name. Asa matter of fact, my company 
makes for two other companies, and they sell them under their label. 

This competition includes the greatest corporations of this country 
that we have to meet. We have to meet this competition, and we 
have successfully met it. 

Let me name a few: Philco, in Philadelphia; RCA Victor Corp.; 
Crosley Division of AVCO; Admiral Corp.; Carrier Corp. ; General 
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Electric Co.; General Motors Corp., through their Frigidaire Divi 
sion; Chrysler Corp.; Nash Kelvinator; and many others. 

As I say, we are a small company, but we do nothing but room 
air conditioners, and have been able to meet this competition suc- 
cessfully. It is true that we do a little military business. But in 
1952 it was less than 5 percent of our total and accounted for less 
than 5 percent of our profits. In 1953 it looks as if it will be about 
} percent of the total. 

We believe in our business that an enterprise, a commercial enter 
prise, is like any living thing. It has to obey the law of life. It 
elther grows or it dies. We are wedded to a policy of growth. 
‘There is a saying that there is a tide in the affairs of men which, 
taken at its flood, leads on to fortune. Our ambition is to ride the 
tide of the future, the wave of the future, as far as our industry is 
concerned. In fact, our percentage of the total market today is 
more than it was 5 years ago. If we stumble and fall behind for 1 
year, we cannot catch up again. 

In 1949, the little plant we bought in Cortland, N. Y., was too small. 
Early in 1950 we began looking for another plant. In the summer 
of 1950 we were renting parts of 2 other buildings in Cortland 
and had to assemble our equipment in 3 different buildings which 
was very inefficient. Naturally our plant manager wanted a nice, 
new single story building, but we did not have that kind of money. 
We visited 6 different States trying to find out where we could make 
the most favorable deal to get a larger factory, which we had to have. 

Well, fortunately for us we learned in the spring of 1950 that the 
International Harvester Co. was abandoning its large plant in Auburn, 
N. Y., and laying off 1,800 people. As a result of this, the chamber 
of commerce wanted us to come to Auburn and made us a very 
favorable proposition. Just before the Korean war started, we 
entered into an agreement to take over about one-fourth of the Inter 
national Harvester Co. plant which multiplied our useable floor space 
by about six. In other words, the plant was much bigger than we 
needed then. At that time we told the chamber of commerce that 
we believed in our industry, and if they would give us 5 years we 
we be doing a volume of $10 million a year, and hiring 500 people 

Auburn. While there is no contract to that effect, we are trying 
to iia p that pledge. This is where we get into some difficulty. 

We were building 2 models ourselves in our plant, and today build 
2 models. We sell 5 models of room air conditioners, but we have 
never had the money to put the other 3 into production, and, therefore, 
we have them made under contract. 

However, the contract for manifacturing expires in August, we 
have not been able to renew it on acceptable terms, and our board of 
(lirectors has ordered me not to renew it on the terms offered. As a 
result of this, we must equip our plant in Auburn, N. Y., for about 
three times the dollar value of production for next year as the present 
capacity in order to make up for the units which others have been 
building for us. We have hired outside engineers to help us with 
the layout of the plant for highest efficiency. 

The Trundle Engineering Co. of Cleveland is helping us, and they 
tell us that we should spend about $330,000 or $340,000 for equipment, 
and must get it in in the next 6 months. We do not have the $330,000 
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or $340,000 lying around. At the present time we have a net worth of 
around $800,000, and we owe the banks $600,000, and that is an awful 
lot for a small company. That is to finance our peak spring business 
and that will be paid off pretty soon, we hope. 

In order to get the money for the tools we are going to do some 
public financing, the first in our history. However, under the SEC 


ne 


regulations a company that should have $350,000 or $400,000 is very 
foolish to do public financing at that level because the cost for a 
complete registration statement at that level is entirely too high, 
you cannot afford it. They tell us down on Wall Street that unless 
we want a million dollars we better not file a os veto statement. 
That means that we have to limit the total financing to $300,000. 

After we get through paying the brokers and all the expenses we 
will have a little over $250,000 for $340,000 worth of tools. Actually, 
we have gone over the engineering estimates carefully. We have 
eliminated everything we possibly could, tried to postpone it until 
1955. I have the boys down now to where they think they can do it 
for about $280,000. 

In other words, we can just about do it for what the financing will 
give us. We have never in the past borrowed money to pay for our 
tools, and we do not want to do it this time. We want to own our 
tools. Once we have these tools we will still have to borrow about 
a half million dollars to finance our work in process, but that we are 
willing to do. That comes along next fall, later. Where does the 
excess-profits tax come into this picture? 

Well, I just would like to give you a few figures here that I have 
made up. I made them up on the plane coming down this morning. 
Here is what I find: 

In the last 6 years—bear in mind we did no business in 1946, we 
were just fixing up our plant—but in the last 6 years we have paid 
income taxes, including excess-profits tax of $546,000. Bear in mind, 
gentlemen, that we st: arted with $50,000 in Janu: ry of 1946. T hat 
is what we had, our total net worth. Yet we have paid $546,000 in 
taxes, which has left us $339,000 of profit, which we kept, except for 
$7,000 we paid in dividends. 

In other words, the stockholders in 7 years got $7,000, or $1,000 a 
year, that is all they got. That is the total picture. 

Last year we got to the point where in order to put a dollar into 
capital assets we had to earn $5.50, in order to keep a dollar. That 
is pretty hard to tool up a plant that way. This year we had earnings 
the first 6 months of the year of $313,000 before taxes. Our total 
income tax bill including New York State franchise tax, is $212,000. 
The 6 months excess-profits tax is $39,000, 

Now, that is the problem. If our 6 months’ excess-profits tax is 
$39,000, our accountants tell me that for 12 months at the same rate 
of business it will be $78,000. But if you extend this tax and do not 
allow it to die the end of this month, instead of being $78,000, it will 
be about $39,000 or $40,000 more because our fiscal year ends October 
31, which means we will have 4 more months of excess profits this year, 
or we will be increasing our excess-profits tax by 50 percent. 

All of our forecasts and all of our plans were made in February, 
when we understood there would be no extension of the excess-profits 
tax. Wemade our plans for 2 years. We started in to go after some 
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financing. It takes a while to get the money for a new company that 
has none, and now we find that the amount of money we can get 
for tools is just about enough, but if you extend the excess-profits tax 
for another 6 months we will be about $40,000 in the red and we do 
not know where we are going to get it, and we are not going to borrow 
it. We will either abandon our expansion plans or have money 
enough to pay for them. You cannot postpone these plans for 6 
months in our business because it is a seasonal business. You are 
either ready with your new models in January or you miss the year. 

What does this plant expansion mean if we go ahead with it? It 
means first that we will have to hire between 150 and 200 more men in 
our Auburn plant. We now have a total of 150. We will have to 
more than double that. This is in Auburn where 1,800 people were 
laid off 214 years ago. They are very anxious to have us hire more 
people. But from your standpoint, I think there is another angle 
that may be important. 

If we do not have to pay extra excess-profits tax for the period 
after June 30, which I estimate at $39,000 to $40,000, and go ahead 
with this program, our figures indicate that this expansion program 
will increase our earnings before taxes next year at least $200,000. 
And at least a half of that or the sum of $100,000 will come here to 
Washington as taxes. So instead - your being out $39,000, you are 

oing to be ahead $61,000 next yea 

[ think even Mr. Humphrey wouk d buy that deal. But that is not 
all. Gentlemen, if you put through this expansion program, we will 
incrase our volume of business by about $2 million, at least. The boys 
tell me 3 million but [ am conservative around the plan. On that $2 
million you figure the excess tax at 9 percent of what we sell them for. 
It is 10 percent of the distributor price. Nine percent of $2 million 
is $180,000. So you will also take in another $180,000 in excess tax. 
Doesn’t that make a lot of sense? You will get the money next year, 
but you will wait a while for it and let us go ahead with expansion. 

The Cuamman. You are speaking right down our lines. 

Mr. Lauper. Sir, it is wonderful to have a sympathetic audience. 

There is another point I would like to make, and again it is personal 
and I suppose I should not be making it. In December of 1945 I 
owned 95 percent of the stock of this company, because I bought it 
when it was busted. I took in 5 other stockholders in January of 1946, 
and then I only owned 50 percent of it. Then I had to go out and 
peddle stock, a little here and a little there, and pick on my friends, 
because we are too small to use a broker. We got up to 150 stock 
holders. By that time I only had 25 percent for myself and my 
family. 

As the thing began going it was easier to sell stock. After we took 
the risk, the others were willing to come along. Now we are doing 
some additional financing and they tell me I will have 19 percent. 1 
have been putting in everything I could every year since then, but - 
spite of that I will have 19 percent. What I am trying to say is tha 
we took all of the risk, aad we hate like the deuce to have to sell stoc IK. 
which in the final analysis is merely used to pay income taxes and 
excess-profits taxes. Our excess-profits tax since it has been put into 
effect, up until the end of April, figures $190,785. You might say 
$110,000 in excess-profits tax alone, which we could certainly have 
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used. So from a personal standpoint, you see how a fellow gets cor- 
nered in a position if he wants to grow where pretty soon he is work 
ing for someone else, which of course was not the purpose of the game 
In the first place. 

There is an interesting thing here about the title of this law we are 
talking about. They call it exces-profits tax. I took my slide rule, 
being an engineer, and I did a little figuring coming down, and here 
is What came up with. This is 1952 actual figures, this is not an esti 
mate now, these are actual figures. For every hundred dollars’ worth 
of room air conditioners we sold at retail last year, we were allowed 
to make a profit of 69 cents before we got into excess-profits tax. 
Gentlemen, 69 cents on a hundred bucks is not an excessive profit and 
we are not ashamed of it. W e hope the day will never come when 
anybody should be ashamed of a profit like that, building consumer 
durable goods. I would say if it was 3 times that 1 would not be 
ashamed of it. Yet the minute we got to 70 cents on $100 we had to 
pay what is called excess-profits tax. So it would be my prayer to you 
gentlemen that you let this darn thing die on June 30. But if have 
to extend it, won't you please change the name to antigrowth tax ¢ 
That is what it is. 

The CHairman. Does that conclude your statement ¢ 

Mr. Lauper. Yes, sir. 

The CuatrmMan. We thank you very much, sil 

Mr. Mills will inquire. 

Mr. Minus. I have been asking questions all morning, trying to find 
u Witness with a corporation that is on a fiseal-year basis. You tell 
me that your fiscal year ends on October 31. 

Mr. Lausr. Yes, sir. We changed it in 1949 to agree with our season 
more nearly, 

Mr. Miuis. Well, let’s look at your corporation, then, a little bit 
more to see how this proposition affects it. As I understand, the only 
difference for the vear which will end on October 31, 1953, is one of 
rate, 

Mr. Lauper. We would pay 50 percent more if the tax is extended 
for this year, because it would be 12 months instead of 8 months in 
our case. 

Mr. Miuis. Under the existing law you pay at the rate of 20 per- 
cent. With the extension the Secretary proposes you would pay at 
the rate of 30 percent for the year. 

Mr. Laune. I do not know the figures, but the proportion is right. 

Mr. Minis. But that is not all that would happen to you, is it ¢ 

Mr. Laure. Well, next year we pay for 2 months, unless there was 
some emergency. 

Mr. Mus. And — you pay on the basis of the entire year. 

Mr. Lauper. Yes, si 

Mr. Mitis. So that es the fiscal year ending October 31, 1954, you 
would be paying at the rate of 5 percent. That is the entire year. 

Mr. Lauser. One-sixth of 30, yes, sir. 

Mr. Miuus. So that this suggestion, now, for 1954, means that hae 
will pay 5 percent more even in that year than you normally would i 
you paid only the surtax and normal tax. 

Mr. Lause. That is correct. May I say that—— 

Mr. Minus. The ecalendar-year corporation, on the other hand, would 
be paying nothing additional. 
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Mr. Laupr. Next year. 

Mr. Mitts. That is in 1954. 

Mr. Laune. Yes, sir. 

The Cratrman. Any other questions‘ Mr. Mason will inquire. 

Mr. Mason. Your company, the story that you have told with 
respect to its organization, is just one of the great many small growing, 
fast growing, concerns that is shackled at present by this excess-protits 
tax in its efforts to grow. 

If our administration cannot see this, and are not interested in 
unshackling such small, growing concerns, and in collecting more in 
taxes, really, as you have illustrated, how can we take up the slack of 
unemployment when these war contracts begin to decline? We have 
to take up that slack in unemployment by these growing concerns, as 
they expand. You cannot attract equity capital in order to expand as 
long as they are shackled. 

Mr. Lauper. That is the problem. We could have done much bette: 
if we had paid a regular dividend, but we could not pay a dividend 
and also finance the growth after paying taxes. 

Mr. Mason. That is all, Mr. Chairman, It is 1 picture after an 
other, 1 picture after another. 

Mr. Miius. I have just one other thing. I had intended to point out 
that on the basis of our discussion a moment ago that would mean that 
your corporation would be paying excess-profits tax, actually making 
the payments to the Treasury as far along as January 15, 1955. 

Mr. Lauper. Yes, sil 

Mr. Minis. And 3 months subsequent to that you would make an 
other payment. 

Mr. Lause. I guess so; yes, sir. 

Mr. Mints. So it would be well up into the year 1955 before you 
would be through actually paying excess-profits tax as a result of this 
little insignificant 6 months’ extension. 

Mr. Lauper. May I say that we came down to Washington 2 years 
ago, my attorney and I, to see the Bureau of Internal Revenue, to see 
if we could some way get under this relief provision for new com 
panies which started in 1946 and 1945, But our corporation was in 
corpor: ated in 1937. Even though we had new ownership, a new 
location, new people, new stoc kholders, new ever ything, obviously we 
could not do anything about it. We even took it up with Mr. Collins 
Stamm who, I believe, is an adviser on tax matters to perhaps you 
committee. And we asked him the intent of the law and he explained 
how difficult it would be to administer it if you made exceptions, which 
sounds reasonable. Nevertheless, we have done everything we pos 
sibly could to get relief, but could not. 

Mr. Mitts. And yours is one situation that your lawyers, I imagine, 
have been unable to devise an amendment to existing law that would 
put you on an equitable basis with other businesses / 

Mr. Lauper. We have tried all ways to get the minimum, but we stil] 
are stuck. 

The Ciatrman. Following what Mr. Mason had to say with respect 
to the expansion of payrolls in this country in order to take up the 
slack in the event of curtailment of the defense effort. if we are going 
to take care of our veterans who are coming back, if we are going to 
preserve free enterprise, we have to find the jobs for between 600,000 
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and 800,000 new laborers coming into the market every year. Other- 
wise we are going to build up a great army of the unemployed which 
can bring all sorts of disaster to the country, is that not right? 

Mr. Lavse. Mr. Chairman, our personnel are all very young. Most 
of our boys have been in Korea or have been in World War Il. We 
take them in just as fast as they come back to Auburn because we 
are growing all the time. 

The CuarrMan. With a lot of enterprises expanding all the time, 
after this excess-profits tax is taken off, with all of them expanding 
we can hope to employ these boys that have served their country so 
well and give them a chance to get ahead. 

Mr. Lauper. Even the Secretary of the Treasury, I understand, has 
nothing to say that is good about it. I would feel that the President 
and his administration would not want to endorse by extending the 
law something that was begun previously by perhaps people who were 
less kindly inclined tow: ard: private e nterpr ise. 

The Cuarrman. There is no question but what all of the Secretaries 
of the Treasury heretofore have condemned this law in no uncertain 
terms. 

Mr. “— inquire, 

Mr. Urr. According to your figures, if you are allowed to expand, 
there will ia approximately a hundred thousand dollars more tax. 

Mr. Lauper. Next year, if we are over 50 percent, which I am sure 
we will be. The figures indicate we are now over 50 percent. 

Mr. Urr. And that will also generate $180,000 in excise taxes? 

Mr. Lauper. Yes, sir. About 9 percent of our distributor price is 
excise tax. 

Mr. Urr. So that is over $280,000 additional tax as against $39,000 
of excess-profits tax ¢ 

Mr. Lause. If you continue it this year, which might prevent us 
from going ahead with your expansion. 

Mr. Urr. Which would mean a net tax increase of $241,000 without 
the excess- nai tax. 

Mr. a BE. Yes, sir. 

Mr. Urr. I think that really should be attractive to the Treasury 
Sumnelaoalh 

Mr. Lauer. Thank you. 

The Cuamman. We thank you very much, sir. 

The next witness is Mr. Kiefer, chairman of the board of the Port 
Huron Sulphite & Paper Co., Port Huron, Mich. 


STATEMENT OF E. W. KIEFER, CHAIRMAN OF THE BOARD, PORT 
HURON SULPHITE & PAPER, CO., PORT HURON, MICH. 


Mr. Kierer. Mr. Chairman, I thought I would bring a picture which 
would save a lot of time explaining that we are in the paper business. 
It started in 1888, and this 1s a picture in 1947, and it is just about the 
same as today. 

The Cuairman. Did the last cyclone hit you very much? 

Mr. Krerer. No, not very much. It knocked over some trees in the 
outskirts of the town. 

The Cuarrman. Did it hit St. Clair? 

Mr. Kierer. It did hit St. Clair, yes, sir. 
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The CHairMAN. Will you give your name and the capacity in which 
you appear for the 1 ‘ecord ? 

Mr. Kierer. E. W. Kiefer, chairman of the board, Port Huron 
Sulphite & Paper Co., and I have been in the paper business about 
vU years. 

I just want to take a few minutes of your time to make one point. 
That is that the excess-profits tax and taxes in general are based upon 
the dollar when it was worth a dollar, and has now taken 2 to 1 from 
us, as we go along on this 50-cent dollar that we have today. 

Let me show it to you from these graphs. We were founded in 
1889, and now it is 1953, a period of 65 years. Our hourly employees 
are 389, our salaried 125, and that is 514 for a total. I think that 
classifies us as small business. 

Our plant equipment in 1943 was $2,800,000; in 1953 it was $4,200,- 
000. Our depreciation reserve taken from that means our net p slant 
at that time, in 1943, was $114 million, and it is now $214 million, 

Our sales were $3,400,000, and they are now $8 million. We were 
selling in tons of paper 16,720 tons in 1943. Last year we sold 18,534 
tons. That is practically the same tonnage, because it adds some wax 
and some ink that we did not do before. 

We had a pulp mill that made 18,741 tons in 1943, and we do not 
have any now. We borrowed a half million in 1943, and we are bor- 
rowing a million now. 

I mean that our plant is just the same today as it was 10 years ago, 
and we have lost our pulp mill because the depreciation allowed is not 
sufficient to keep a pulp mill or to modernize your pulp mill and keep 
it as modern pulp mills are today built. That would take a couple 
of million dollars that we gave to the Government, and we do not 
have it. 

The CHatrMan. How many men do you employ, Mr. Kiefer? 

Mr. Kierer. A little over 500, all told. 

The CuarrmMan. And they live in Port Huron? 

Mr. Kierer. We are in Port Huron, that is right. 

I want to call attention to this, Mr. Chairman: There were six 
Mitscherlich pulp mills started in the late 1880’s. Three of them have 
disappeared. The only three that are able to pull through are the 
Great Northern Paper Co., with $66 million worth of assets; Consoli- 
dated Water Power & Paper Co. with $55 million; and Detroit 
Sulphite & Paper Co. with $12 million. The Fletcher Paper Co. 

Alpena has torn down their sulphite mill. They have about $2 
million. We have about $5 million, and Dexter Sulphite has quit 
altogether, and they had about $2 million. 

In other words, these taxes are all but wiping out the little fellow, 
r he has to sell to the big fellow. This is what has happened in 10 
years. Our sales in 10 years, instead of taking any one particular year, 
our sales in 10 years have been $61,600,000, Our profits $3,600,009. Our 
normal and surtaxes, $1,270,000. Our excess profits taxes, it says 10 
years but it is 4 years, since it started, $180,000. Our net left after 
taxes is $2,150,000. We paid a half million in dividends. We rein- 
vested $1,650,000. We put $550,000 into working capital, and $1,100,- 
000 into plant. 

Our depreciation added to that gives us invested in the plant at that 
time $2.5 million. The paper business is one that takes up a lot of 
money. I want to show you while I am talking about it that the 
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depreciation allowances allowed by the Treasury at the present time 
is utterly insufficient with the taxes we have to keep up a plant and 
allow for any growth. Normally this is what we will do and have 
been doing. Our sales have been about $8 million. Our profits before 
taxes at around seven percent is $560,000. We have a million dollars 
borrowed and our loan repayment over 14 years is $70,000 a year. 
Our replacement of machinery is $180,000. Because we have to add 
that to another $180,000 it is our depreciation and that is only 814 
percent on our plant value. 

Our dividends at 6 percent are $90,000. There is $340,000 out of 
your $560,000, which is left for income taxes at $220,000. That is 
40 percent. 

When we had a tax of 38 percent, we were moving along. As you 
see, we built up a plant from 1888 that started with about $100,000, 
and wound up with about’$3 million. But with taxes at the present 
rate, and an excess profits tax on top of that, based on years when a 
dollar was a dollar instead of 50 cents, and then you double it up, it is 
just impossible for small plants. They are going to go out of existence. 

In the last month, two paper mills quit: the American Tissue and 
Sweet Brothers up in New York, at Phoenix. That is up in your 
State. 

The CHArRMAN. That is right. 

Mr. Kertrer. Those small plants are just going to be wiped out if 
they cannot sell out to the big boys. 

The Cuamman. Mr. Kiefer, it goes a little farther than that. The 
very lifeblood of Port Huron largely depends upon the paper mill you 
have there, does it not ? 

Mr. Krirer. Yes. We are the largest plant in the city outside of 
the Muller plant. 

The CuarmrMan. The Government would get less revenue if these 
plants were forced to close. I do not see any sense in a tax that 
everybody can see destroys the expansion of business. This country is 
growing. It has more people to employ. It has more people to buy 
and sell. I know that you are faced with the problem of raising funds 
for taxes. 

Mr. Keifer, we thank you very much for your appearance. 

Mr. Keirer. Thank you. 

The Cuatrrman. The next witness is Mr. John Wood, treasurer of 
the Clark Equipment Co. of Buchanan, Mich. 

We are glad to see you here, Mr. Wood. Will you give your name 
and the capacity in which you appear for the record ? 


STATEMENT OF JOHN R. WOOD, JR., TREASURER, CLARK 
EQUIPMENT CO., BUCHANAN, MICH. 


Mr. Woop. My name is John R. Wood, Jr. I reside in South Bend, 
Ind. I am the treasurer of the Clark Equipment Co., Buchanan, 
Mich., with plants at Buchanan, Jackson, Benton Harbor, and Battle 
Creek, Mich. 

Mr. ee and gentlemen of the committee, you have heard 
estimony today from some large businesses and from many small 
ones. We are a frente company, manufacturing two major products. 
The first is heavy automotive parts, such as axles and axle housings, 
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transmissions and differentials, used in highway trucks and farm 
equipment. The second is the well-known fork lift truck, similar to 
this model on the table. 

Clark Equipment Co. began in 1903, 50 years ago, so we surely 
qualify not only as a large company but also as an old company. 
Further, our company is strong, and we believe that is because we 
have kept growing continuously. By 1917 our sales were up to $3.3 
million annually, in 1927 up to 8.1 million, in 1937 up to 13 million, 
in 1942 up to 52 million, in 1948 up to 75 million, and both in 1951 
and 1952 up to 130 million. 

That isa continuing growth over a long period of time. 

Until 1949 we have financed this steady growth primarily through 
retained earnings. We couldn't do that in these last 3 years, first 
because the amount of the increase was so great and second, because of 
the so-called excess-profits tax. Let us take a look at the effect of 
this tax on our growth in the last 3 years. 

At the end of 1949 the total assets used to run our business were 
35.9 million. At the end of 1952 3 years later, they had increased to 
68 million, an increase of 32.1 million. Let us see where the funds for 
the 32.1 million increase were obtained, because after all, that is money 
and we had to get it somewhere or not grow so fast. 

During our first 47 years most of this money would have come from 
retained earnings. Well, our total 3 years’ earnings before taxes was 
12.5 million, but the normal and surtax took 20.9 million of that. We 
paid our stockholders 6.1 million, and the importance of that I will 
point out in a few minutes. From the remaining 15.5 million which 
would have been our retained earnings without excess-profits tax, we 
were able to keep our expansion only 9.5 million, because our excess- 
profits tax was 6 million. 

So, our earnings provided only 9.5 million of the 32.1 million in- 
crease which was needed to run this expanding business. If there 
had been no excess-profits tax they would have provided another 6 
million, or a total of about 50 percent of our requirements, 

That means that for the other 70 percent of our requirements, or the 
portion not furnished by retained earnings, we had to find other 
inoney. We borrowed or added 6.7 million to the amount we owed 
our suppliers, we borrowed 10 million from banks on short-term 
money, and we increased from 6 million to 12 million our long-term 
debts 

If we hadn't been required to pay ah excess protits tax, we would 
have borrowed 4 million instead of 10 million from banks. 

Now, the only place we can get the money to pay off all of these 
debts is from future retained earnings. If future earnings are to 
continue to be saddled with a so-called excess-profits tax, we have to 
either stop growing or have our debts continue to increase. Obviously, 
that can’t go on forever. 

Now see how much damage that 6 million of excess-profits tax has 
done. Within the last 4 months we have completed another expan- 
sion, our 1953 ex pansion, which does not show in the above figures 
We have acquired another company located about 20 miles from our 
oflice, whose products and manufacturing facilities will supplement 
ours, and result in improved operatiors for both of us and for our 
customers, 
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This expansion, costing about 6 million had to be paid for. We 
paid for it with stock of our own company. That would not have 
been necessary if we had not paid out the 6 million for excess-profits 
tax. Asit was, we didn’t want to create more and more debt. There- 
fore, because we had paid reasonable dividends, as I have mentioned 
above, our stock had a marketable value which we used to pay for this 
1953 expansion. 

We need time now to catch up, time to pay off some of that debt. 
We need to do that out of retained earnings, which is the best way 
this company has kept growing and has kept its place in the American 
economy. 

Our payroll listed 6,500 people in 1949, and now that total is 7,700. 
We want to furnish jobs and security and we want these people and 
more people to be glad they are working with Clark Equipment Co. 
These additional people are making our regular civilian products, not 
armament, on which we might make a war profit. The forklift 
trucks which they have made under our contract for the Armed Forces 
are an important part of our products. But those contracts have been 
renegotiated, and I mean just that. That profit has been only 3 to 4 
percent on that part of the business. The profit that is left after 
renegotiation is a nominal profit, based on our experience in the busi- 
ness, the financial risks we are taking to be able to produce this busi- 
ness, and the basic need that both Government and industry have for 
our products. 

To subject that remaining profit, after the present high rate of 
norma! tax, to another tax called an excessive-profits tax is surely the 
straw that is breaking our back, and will slow down our growth. We 
have to have better future retained profits to pay off our debt, and 
particularly the extra 6 million of debt resulting from this excess- 
profits tax. 

We want to continue our growth in our second 50 years. We will 
grow. We will have more growth, however, and more jobs in our 
plant, and more work can be done with our machines in our customers’ 
plants, if we can continue to grow. 

This excess-profits tax is a ball and chain tied only to the leg of 
those who prove they can grow rapidly. This so-called excess-profits 
tax is a serious handicap to the growth of our company, because it 
forces us into extra debt. We ask you to throw off our ball and chain 
on June 30, so that we and the others who are most progressive can 
continue to grow. We ask you to put an end, now at June 30, to this 
extra tax, this tax which is in addition to our equal share of all taxes, 
so that we can use these funds to finance our continuing and proven 
ability to grow. 

Thank you, Mr. Chairman. 

The Cuamman. Thank you. That is a very nice statement and 
very well presented. 

I would like to ask you, did you state the population of Buchanan, 
Mich. ? 

Mr. Woop. Buchanan has about 5,000 people. Our employment in 
Buchanan is, I guess, about 2,300. 
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The CrarrMan. In other words, you are practically the sole eco- 
nomic support of that community ; is that right ¢ 

Mr. Woop. Yes; that is correct. And that is also true in the pro- 
portions, relatively, in Battle Creek, Mich., and in Jackson, Mich. 

The CuatrmMan. The only hope of the town to grow and expand is 
through the expansion of your plant; is that right ¢ 

Mr. Woop. Yes; that is correct. 

The Cuarrman. Of course, without that plant you have a ghost 
town. 

Mr. Woop. Thank you very much. 

Mr. Utt will inquire. 

Mr. Urr. You are acquainted with Mr. Braun, your distributor in 
Los Angeles? 

Mr. Woop. Yes; I know him well. 

Mr. Urr. I assume you have a great many distributors in the United 
States who are in approximately the same capacity as your dealer in 
southern California ? 

Mr. Woop. That is right; about 90. 

Mr. Urt. Is not their story about the same as your story ? 

Mr. Woop. Their story parallels ours directly. 

Mr. Urr. I have had correspondence, from Mr. Braun, setting forth 
practically the same story that you have set forth here. He is in the 
excess-profits tax bracket to the extent that he cannot expand his 
industry in southern California. 

Mr. Woop. That is correct. That principal applies not only to 
southern California but to all our distributors. We are fortunate in 
our profits and they are fortunate in their position of being able to sell 
those products. 

The CuarrMan. Mr. Mason will inquire. 

Mr. Mason. The growth and expansion of your business over the 
first 47 years was largely as a result of plowing back into the business 
your profits ? 

Mr. Woop. That is correct. 

Mr. Mason. Over the last 3 years the growth that you have made has 
not been as a result of plowing back but as a result of borrowing, and 
expansion is because of the fact that Uncle Sam has been taking away 
from you this that you have been plowing back and exp: unding 3 i is that 
right ¢ 

Mr. Woop. That is correct. 

Mr. Mason. That is so true of hundreds of other industries. Ford 
would never have grown to be the giant he is if ws had not been for 
plowing back the ‘profits that he made each ye You could not 
build up a Ford empire today under our nanan yi system. It is 
cuemanin 

Mr. Woop. I certainly agree. 

The Cuarrman. That is true of General Electric and all those other 
plants, and General Motors. 

Are there any other questions ? 

We thank you very much, sir. 

Mr. Woop. Thank you, gentlemen. 

The Carman. The next witness is Mr. C. W. Gray-Lewis, treas- 
urer, Lily-Tulip Cup Corp., New York. 
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STATEMENT OF C. L. GRAY-LEWIS, TREASURER, LILY-TULIP CUP 
CORP., NEW YORK, N. Y. 


Mr. Gray-Lewis. My name is Colin Gray-Lewis. I appear here 
today for Lily-Tulip Cup Corp., of which company I am treasurer. 
With me is the secretary of the company, Mr. Henry L. Fleischman, 
who is also counsel to the « company. 

The Cuairman. We will be glad to hear from you, sir. 

Mr. Gray-Lewis. I have given you my name. I live at Greenwich, 
Conn. Iam the treasurer of the Lily-Tulip Cup Corp. 

Ours is a medium size company. Our stock has been listed on the 
New York Stock Exchange since 1931. 

A recently completed survey of our stockholders made at the re- 
quest of Harvard Business Review, shows that no stockholder owned 
as much as 3 percent of our outstanding 448,890 shares. One thousand 
three hundred and thirty-five of our stockholders or about 60 percent 
in number owned less than 100 shares each. Nine hundred and fifty- 
nine of our stockholders were women, 111 were eleemosynary institu- 
tions and 2 were insurance companies. 

We have attained an uninterrupted record of profits and dividends 
going back to 1929, the year our company was founded. This record, 
together with uninterrupted record of growth, has made ours some- 
thing of a widow-and-orphan type of stock, even though our dividend 
rate is quite modest. 

Under these circumstances, our management has always felt a 
special fiduciary duty to safeguard our dividend and to grow soundly 
so as not to jeopardize our stockholders by radical borrowings and 
to prevent any unnecessary dilution of our stockholders’ equity. 

In attempting to meet these objectives, the excess-profits tax has 
hurt us, and if extended, will hurt us even worse. 

Our cash dividend last year was at the rate of $2.50 a share, to 
vield about 4.07 percent, based upon the average price of our stock 
on the New York Stock Exchange. Our excess-profits tax alone 
amounted to $2.16 a share. For the 3 years 1950 through 1952, our 
excess-profits tax was $3,140,000, which was about $200,000 more than 
our total dividend disbursement for those years. 

Now I would like to tell you about the type products which our 
company manufactures. I have brought with me a few samples. 
Incidentally, I notice the Government is patronizing one of our com- 
petitors because we have some samples here. I guess they did not 
know Lily- ae was coming down or they would have asked for free 
samples. Although we make some five hundred different sizes and 
types of round nested cups and containers, our business falls into two 

simple classifications, the first being cups for the service of beverages 
of all kinds, the second being food containers. We have been pioneers 
in this business and we have led our industry in many of the develop- 
ments commonly accepted today. 

To give you some idea of the magnitude of our operation and the 
‘apit: al investment required to conduct it, I may point out that during 
the week ended May 23, alone, we produced 160,922,000 cups and 
containers, or more than one for each man, woman and child in the 
United States. 
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The demand for cups and containers has grown very rapidly. Our 
sales in 1943 were approximately $14,500,000, in 1952 we obtained a 
volume of $50 million, and we anticipated approximate sly a 15 percent 
increase in sales over the latter figure for 1953. 

Our principal problem has been that our sales are limited by pro- 
ductive capacity in most of our major lines. We have constantly 
been back-ordered on many of our products and could not fill all the 
business which was offered to us, in spite of the fact that for at leas 
the last 15 years it has been necessary for us to operate all of ow 
major plants on a three-shift basis. 

Operating on such a continuous schedule necessarily involves large 
capital expenditures each year merely to maintain existing produc- 
tion. Depreciation allowances have been grossly ee to pro 
vide the requisite funds. For example, our capital outlay budget for 
1953 is approximately $2,500,000, as opposed to a depreciation allow- 
ance of approximately $850,000. The balance of the outlay will ab- 
sorb all of our retained earnings for 1952. This capital budget does 
provide for some small amount of production expansion but in the 
main will only tend to maintain our production at slightly higher 
levels than were in effect toward the end of 1952 

Our present long-term debt to insurance companies amounts to 
$7 million. We have sold and leased back two of our buildings to 
the extent of $3,700,000. In some financial circles such sale-leasebacks 
are considered the equivalent of debt, so that you might say our 
present debt is approximately $10 million. In 1951 we made a public 
offering of some $3,600,000 of common stock. These funds, in addi- 
tion to retained earnings, were required primarily to finance, equip 
and provide working capital for two new plants, one in Augusta, Ga., 
and the other in Springfield, Mo., which were, at the time, areas of 
substantial unemployment. 

Under the terms of our term debt, there are imposed upon this com 
pany severe limitations on future borrowings and long-term leasehold 
obligations. Our present maximum limit of such borrowings and fu- 
ture rentals under long-term leases is approximately $2,500,000. 

Beyond our 1953 capital outlay budget, we are in desperate need 
of additional warehouse facilities in connection with our new Spring- 
field, Mo., plant. The lowest estimate that we can obtain for the 
requisite construction is $1,250,000. If we utilize our borrowing ca- 
pacity, which we are loath to do, we will exhaust half of our limit for 
this purpose alone. .There is little left in the way of a borrowing 
cushion for us to resort to for further capital expansion or emergency. 

We have in the past utilized our earnings to a great extent to prov ide 
for necessary growth. With excess-profits tax there is very little left 
after we pay our modest dividends to provide for such - We 
doubt very much whether many people will be interested in buying 
more of our common stock to yield hardly more than they could ob- 
tain from United States Government bonds. 

It would be detrimental to the best interests of our existing stock- 
holders to offer additional common stock during excess-profits tax. 
The small amount of pretax earnings we would be permitted to retain 
on the added investment would still further dilute the earnings on 
the present outstanding shares, as has already occurred as the result 
of our 1951 offering. 
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Our expansion has come about by maintaining the lowest prac- 
ticable selling prices for our merchandise. To do otherwise would, in 
our opinion, mean the loss of many marginal markets. So, over the 
immediate and long term, we do not expect to earn more money by 
raising prices. 

I want to remind you that these cups are merely a medium whereby 
the contents are conveyed. Obviously, if the medium becomes too 
expensive, then they will seek to convey their contents in something 
else. So we cannot raise our prices beyond a reasonable level. Our 
solution is to accept low unit profits and continue to sell more mer- 
chandise. But here is the rub: to sell more we need added invest- 
ment, some $1.33 for each dollar of added sales we aspire to. This 
money is needed not only for machinery but also for its housing and 
working capital. 

Our research has developed several new and improved products 
which we believe will expand our markets and provide a definite pub- 
lic service. One of these we consider a truly significant advance in 
the paper-cup art; namely, the plastic-lined hot-drink cup. Others 
include new-style coverall lids and visual-type lids for packaging 
foods, new types of cups suitable for dairy-filled creamers and sacra- 
ment cups. 

To construct the necessary machinery and equipment to capitalize 
on these developments to a worthwhile extent will necessitate a seven- 
figure capital investment. 

At this point we are really stumped. So long as excess-profits tax 
remains on the books, we cannot retain enough earnings to expand our 
normal business and new developments adequately. Our borrowing 
power is tightly circumscribed. We can only anticipate retrogression 
in per-share earnings if we offer more stock. 

You will note that I have covered all the bases for getting capital. 
That is my business. Now I should like to turn to a consideration of 
the base which we have for excess-profits taxes. We are on the so- 
called growth formula. This means that we are entitled to utilize 50 
percent of our net taxable income for 1949 and 40 percent of our net 
taxable income for 1950 as a base. In 1949 our sales amounted to 
$30 million, and in 1950, to $39.600,000. 

I just cannot reconcile myself to feel that a profit derived from 
sales of $30 million is a fair basis to measure what is excessive profit 
on an anticipated volume of $57,500,000 for 1953. Our growth is a 
perfectly natural one, attributable to new and expanding markets and 
new products in those markets, and we do not believe that the excess- 
»rofits base we have is related by any reason or logic to the volume of 
Saliniens that we now transact. 

The excess-profits tax has inadvertently created unfair competition. 
To illustrate this point, we have compared the respective bases avail- 

able to our principal competitor and ourselves, both companies hav- 
ing qualified for utilization of the same growth formula. The esti- 
mated credit for each of the companies was originally within $125,000 
of the other. Yet, because our company in the interval has made 
greater strides in increasing its volume of sales and pretax profits, we 
paid for 1952 an effective rate of tax of 64.94 percent as opposed to 
59.20 percent paid by our competitor. In actual dollars, we earned 
pretax $2,500,000 more than our competitor, and we end up by paying 
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$2 million more in taxes than they did, leaving us only one-fifth of the 
profit dollar more for our added risks and efforts. We have com- 
puted that, if our company were able to utilize the same effective com- 
bined income and excess-profits tax rate as our competitor, we could 
have set aside between January 1, 1950, and June 30, 1953, over $1 mil- 
lion which would have been used primarily for the expansion of our 
productive capacity and probably have increased our roster of em- 
ployees by nearly 300 people. 

That is just the difference between the rate we pay and the rate of 
one of our chief competitors, and inclusive of excess-profits taxes in 
both cases. 

In conclusion, may I tell you briefly about a situation that has oc- 
curred recently, partially attributable to the excess-profits tax. This 
particular occurrence has not only affected us as a company but also 
is typical of a trend which is taking place and which we believe has 
wide implications. 

For the last several years we have thought it desirable to expand 
into an allied paper-converting line normally marketed in conjunc- 
tion with paper cups. Within the past several months a manufacturer 
of these allied products, which commenced business about 5 years ago, 
decided to sell its business, largely because the principal stockholder 
felt that the risks inherent in continuation and expansion as a separate 
entity were not justified under current tax laws. This business was 
offered to us before it was submitted to anyone else, and one of the 
major considerations that led to our rejection of the offer was the fact 
that the business required approximately one-half million dollars of 
additional working capital. We concluded that, as a result of the 
present tax structure and our other requirements, we could not spare 
the cash for this working capital out of our treasury. 

We now understand that the manufacturer referred to has completed 
arrangements for the sale of its business to a company several times 
our size which, as part of its operations, has a paper cup and container 
division, This latter company in 1952 reported a Federal tax liability 
of empress itely 48 percent of its published pretax income, as opposed 
to our tax liability of 64.94 percent. 

This example illustrates how the excess-profits tax affected us in a 
given situation and also how small companies are being forced to sell 
to large ones which have or can obtain advant: ageously the means to 
finance such operations. Furthermore, this illustrates how the e arry- 
back and carryforward provisions not only make uncertain the reve- 
nue that might be obtained from an extension of excess-profits tax but 
also how, in the event of a slight recession, the law might actually de- 
crease Federal revenues below the normal income and surtax rates. 

This testimony, I hope, illustrates the detrimental effect of the 
excess-profits tax on the growth pote ntial of companies which are the 
dynamic part of our economy. I believe it also illustrates discrimina- 
tion inherent in the tax and the inadvertent creation of unfair com- 
petition. It is impractical and indeed a deterrent to incentive and free 
enterprise. 

Permit me to leave you with this thought: The only cogent argument 
so far advanced for the continuation of the excess-profits tax is the 
necessity of avoiding the loss of revenue that this law provides. The 
state of our finances is such, and the future outlook such, that this 
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same argument might well be advanced with equal force 6 months 
hence, a year hence, “and possibly 2 years hence. 

The Cuarrman. Thank you, sir, for your very fine contribution and 
the information you have given to the committee. 

Are there any questions? 

Lhear none. Again I thank you. 

Mr. Gray-LewIs. Thank you, sir. I appreciate a chance to have 
this word. 

The CHarrMan. The next witness is Mr. Douglas Peterson, Jr., 
Superior Manufacturing Co., Winston-Salem, N. C. 

We are glad to see you, Mr. Peterson. Will you give your name to 
the reporter and the capacity in which you appear’ We will be glad 
to hear you. 


STATEMENT OF DOUGLAS PETERSON, JR., PRESIDENT, SUPERIOR 
MANUFACTURING CO., WINSTON-SALEM, N. C. 


Mr. Prererson. My name is D. F. Peterson. J am the president of 
the Superior Manufacturing Co., located in Winston-Salem, N. C. 
We are manufacturers of steel parts for bins and shelving cabinets. 

I might say at this time that we are perhaps the smallest company 
that has been represented here today. We employ 52 people. 

In appearing before this committee to present my ideas and beliefs 
on the matter under consideration, I am not representing anyone nor 
any group other than my own company. However, based on my 
discussions with many other men operating companies of a size com- 
parable to my own, I am convinced that my feelings in this matter 
are, for the most part, representative of the feelings ‘of small-business 
men throughout this country. I will, therefore, limit my remarks to 
the effect that this so-called excess-profits tax has had, and will con- 
tinue to have if it is extended, on my own particular company and on 
the majority of small businesses in general. 

I would first like to point out that, for the most part, we are a group 
that is investor, employer, and employee, all in the same company. 
The transition from being an executive in the office to a worker in the 
plant oftentimes occurs in the short period of time it takes to remove 
our coats and ties, roll up our sleeves, and walk into our shop. We are, 
therefore, vitally concerned with the effect this tax has on all three of 
the aforementioned groups. 

First, as investors, we are concerned with a fair return on our in- 
vested capital and the security of our risk. As you all know, invest- 
ment in any small company is far more hazardous than investment 
in a larger corporation. Our year to year business cycles are more 
fluctuating and our casualty rate higher. If we are fortunate enough 
to enjoy a profitable year, we know that in order to protect our own 

existence, we must retain a large percentage of our earnings in order 
to offset future years of losses or break even. 

We are told that the primary reason for the enactment of an excess- 
profits tax law was the existence of a national emergency brought on 
by the Korean situation. This has resulted in greater spendings by 
our Government, principally in the field of national defense, and one 
of the purposes of this tax was to drain off any excess profits realized 
as a result of this defense effort. I am sure that you realize that very 
little of this defense business has reached into small businesses. True, 
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some defense contracts and subcontracts have gone into this group. 
However, when this amount is proportioned to the great number of 
companies in our category, the effect is almost negligible to any one 
particular business. 

You may then say “Very well, if you are not feeling the spending 
directly, you are profiting from it indirectly, due to the increased 
spending and purchasing power resulting from it in the country as a 
whole.” This is also untrue. Due to our size, limited scope of opera- 
tions and local distribution, the general economy of the country does 
not necessarily affect our individual businesses. We are affected pri- 
marily by the conditions in our immediate vicinity be unless there 
happens to be large defense spending in our locality, the total impact 
of the country’s defense budget has very little bearing on our 
business. 

Therefore, one of the principal justifications or reasoning of these 
parties favoring this tax is lost completely when applied to our situa- 
tions. We are penalized in the normal course of our business for pos- 
sible inflationary conditions which might exist in other localities and 
businesses, which have no effect on us. 

As a result of this tax, we are placed in a position whereby it is 
impossible to pay a fair return on Laaeed ent al and still retain in 
our businesses those earnings which commonsense and good business 
judgement tell us we must retain if we are going to survive. 

Secondly, I would like to show the effect of this tax on us as em- 
ployers. In this category, we are primarily concerned with the sound 
management and the growth of our business. In order for any busi- 
ness to prosper, or even surv ive, it is nec essary that man: igement kee “p 
abreast of changing trends and technical improvements. This, of 
course, costs money and, for the most part, results in capital expendi- 
tures. If these expenditures are made from profits, which is the 
soundest basis on which they can be made, the result is that from those 
profits which are subject to the excess profits tax, there is only avail- 
able approximately 17 percent, after state income taxes, of every profit 
dollar for capital expenditures. Reducing this to dollars and cents, it 
means that in order for our company to have $1 cash left after having 
paid excess-profits taxes, we must have made before taxes $5.88. Or to 
take this situation in reverse, for each $1 capital we spend, we must 
make $5.88. 

To pursue this point further, consider the position in which we 
find ourselves when.attempting to expand our volume of business. 
Again, as is well known, increased volume of business means the carry- 
ing of additional accounts receivable. True, these accounts receivable 
have value and for all practical purposes represent money, but you 
cannot pay taxes with them. Take the very simple example of a small 
company which increases its volume of business by $10,000 per month, 
on which they are realizing a net profit before taxes of 10 percent. 
At the end of the year they have made an additional $12,000 profit as 
a result of this increased volume of business. However, a large part 
of this profit may have become tied up in additional accounts receiv- 
able. This means that considerable scrambling will be necessary for 
us to raise the cash needed to pay the tax on this profit to the Govern- 
ment. Further, bear in mind that this does not take into consideration 
the necessary increased inventories which must naturally result from 
an increase in total volume. 
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At this point I think it is appropriate to point out, perhaps, the 
most unfair of all aspects an in this tax. This is the effect which 
this tax has on a new business formed or reorganized since 1949. Our 
company is one of those in this category. Although there are several 
ways in which our excess-profits tax exemption can be computed, the 
one applicable to us, and to the greater percentage of other new busi- 
nesses, is the basic exemption of $25,000. This means that due to the 
fact alone that we were not in existence during the base period of 
1946-49, and did not have any profit experiences during this period, 
we are penalized inequitably and unfairly. This is exactly the same 
thing as passing a law providing that individuals born in 1920 would 
pay personal taxes on a different and lower basis than those born in 
1921. As you well know, very few businesses can equitably qualify 
under the invested capital base method and therein I refer to small 
business. 

We do not mind paying our fair share of any tax, but when we are 
taxed on a higher basis than our competitors, due to the youth of our 
company alone, we feel that this tax is unfair. Not only is it unfair, 
it is potentially fatal to our business. 

In arriving at our profit after taxes—and after all, those profits 
after taxes are the only actual profits—we are placed by our Govern- 
ment in a position of being unduly vulnerable to our competitors, due 
to inadequate money being left after taxes for reinvestment in our 
business. 

And lastly, let us consider our position as employee. Here our 
principal interest is job security, and this is only possible through 
the sound management of our company. If, as employer and execu- 
tive, we are not allowed to.retain adequate working capital, pursue 
technical improvements, and buy additional ¢ apital equipment to 
maintain our company in a competitive eatin. then the very exist- 
ence of our jobs is threatened and endangered. It is neither just nor 
equitable for any tax law to place any individual in this position. 

A lot has been written and we hear on all sides about lavish expense 
accounts, glamorous entertainment, and loose spending encouraged 
by the fact that under this law the Government is bearing practic ally 
all of it. This may be true in the case of some corporations which 
have a large base and which may be paying excess-profits tax only 
on a relatively small part of their profits. I would like to assure you, 
however, that it is not true in the case of small businesses which are 
paying excess-profits tax on a large portion of their total profits, 
We need every cent that can be salvaged for our business after expenses 
and taxes, and there is no waste by us even of the 17 cents or 18 cents 
we can keep up this law. However, we are greatly discouraged 
and any plans that we might otherwise have for the growth of our 
business are stifled when we realize that 82 cents to 83 cents out of 
every additional dollar we may make must go in taxes, and that we, 
who are risking all our savings, worrying endlessly about our many 
problems and working long hours in our duties, are permitted to retain 
only the small remainder. 

The Cuarrman. Thank you, sir, for s our very clear and fine state- 
ment. Are there any questions? 

The Chair hears none. We thank you for your appearance . 

Mr. Pererson. Thank you, Mr. Chairman. 

The Cuarrman. The next witness is Mr. Carl Roll, executive vice 
president, Betz Corp., Hammond, Ind. 
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SfATEMENT OF R. C. ROLL, EXECUTIVE VICE PRESIDENT, BETZ 
CORP., HAMMOND, IND. 


Mr. Rott. My name is R.C. Roll. Iam the executive vice president 
of the Betz Corp., Hammond, Ind., and also president of the Betz 
Industries, Hammond, Ind. 

The Betz Corp. is an average American small business manufactur- 
ing refrigeration and air-conditioning equipment. 

In order to elaborate, we supply components to Mr. Laube of 
Remington, General Electric, International Harvester, Servel, Viking, 
and manufacturers in similar lines. We are, gentlemen, in a growth 
industry. Our size, as I said before, is just average. Because we 
are in a growth industry we feel that no business of our size can re 
main stagnant and survive. Asa matter of fact, one of the produc- 
tion bottlenecks in the air- -conditioning industry this year has been 
one of our items. This may be fortunate for us and also unfortunate. 
It is a typical, average successful American business, in that it was 
founded by a man who realized the needs and wants of the American 
public and proceeded to supply their needs and wants at a price they 
could afford. 

Our business follows the profit cycle of business in general and has 
a good record of base-period earnings. The earnings have been good 
during the excess-profits-tax period, but certainly not excessive. We 
have no defense orders, either prime contracts, or subcontracts. Dur- 
ing the past year, earnings were below normal. The major reason 
for the drop in profits in the past year is directly traceable to the 
excess-profits-tax provision of the Federal tax law which has curtailed 
earnings to such an extent that normal replacement of facilities could 
not be made. Asa result we find ourselves with worn-out and obso- 
lete equipment, which cannot be replaced with 18-cent dollars and, at 
the same time, pay a dividend to our stockholders. We cannot con- 
tinue to operate in the past; we must introduce new products which 
the buying public is now demanding. Also, we must devise new 
methods of manufacturing to offset the increase in material and 
labor cost so as to keep our products within the reach of the buying 
public. 

We now find ourselves in this position. We can increase our sales 
over four times by exploiting the new markets now open for: 

Air-conditioning equipment which includes (a) room coolers, (>) 
combination furnaces and home air conditioners. 

Some of you gentlemen probably read Fortune magazine in May. 
Fortune says 2 million units by 1955. <A trifle over 300,000 units 
were built last year, and 114 million units are estimated to be built this 
year. 

In addition to room coolers, various furnace manufacturers are 
installing air-conditioning equipment in their furnaces, whether they 
be gas or oil or coal. We have another item of low-temperature re- 
frigeration which has come to the fore in food markets. We have 
truck refrigeration. We have just innumerable lines in which we 
would like to expand. Some of these items we are forced to do inas- 
much as we are losing jobbers. Roughly 50 percent of our volume is 
done through jobbers throughout the United States. In order to 
remain competitive with our competitors, we must expand our fis 
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to give a complete line to the jobber. In order to do this, we must 
spe nd money on engineering, development, tooling, and capital equip- 
ment. The air-conditioning demand is booming. Room coolers are 
now being installed in all homes and the combination furnace and 
room cooler provides a method of keeping homes at an even tempera 
ture the year around. This equipment is now being installed in new 
homes and will soon be installed in older homes as new heating equip- 
ment is required. 

The popularity of frozen foods has produced a great demand for 
refrigerated showcases in all retail stores plus the demand for truck- 
refrigeration equipment necessary to supply the retail stores, trans- 
porting perishable products. 

What does this new market mean to the community, to us, and the 
Federal Government? 

By doubling our monthly sales, our production payroll will increase 
in approximately the same proportion. Our monthly payroll will 
increase from an average of roughly $25,300 to $50,600 and the number 
of employees from 75 to 150. This means gre ater employment in the 
community and that the Federal Government will receive additional 
revenue from two sources, the company and from the personal income 
tax of the additional workers. Our estimated income tax for 1953 on 
this basis is roughly $235,780, omitting the excess-profits-tax portion, 
compared with $53,250 in 1952. 

Providing that the excess- profits tax is allowed to lapse, we will 
again increase our sales by 100 percent in 1954, which means that our 
payroll will again be doubled, providing e mployment for an additional 
125 to 150 men and women, or a total of approximately 300 people com- 
pared to a payroll of 55 in 1952. 

Under the present tax law, 18-cent dollar after excess-profits tax 


and before dividends to stockholders does not provide enough capital 


for small corporations such as ours to expand or replace its plant 
capacity. 

We conservatively estimate additional capital required to double 
our volume will be $250,000. Investors hesitate to invest their savings 
in any company producing a new product even though the risk is small, 
when the return on the investment will be necessarily small because of 
the excess-profits tax or 18-cent profit dollar. Bank loans are usually 
made for a relatively short period of time and not to finance an expan- 
sion program. Earnings from prior years under excess-profits tax 
are not adequate to pay dividends and to replace worn-out and obso- 
lete equipment, much less provide for increasing production facilities. 

If the excess-profits tax is extended, only the part of the expansion 
plan outlined here to which we have already committed ourselves in 
the belief that the excess-profits tax would expire, will be consum- 
mated because of the lack of capital. 

If the excess-profits tax is allowed to lapse, we can finance all the 
expansion from 48-cent profit dollars 

I have a few additional comments I would like to make. I would 
like to say that we are in every sense of the word an average company. 
We follow the profit cycle of general business. We have a good 
record of earnings during the base period. None of the excess- profits- 
tax relief provisions ¢ apply to the Betz Corp. and none were oP Rar 
ently intended to apply. Earnings during the excess-profits-tax 
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period have been good but certainly not excessive. We have a legiti- 
mate profit from normal consumer business, no war contracts. 

Betz Corp. finds itself with a worn-out plant and capital equipment. 
We must increase our product line. In order to accumulate enough 
money for expansion, et cetera, we also run into section 102, which 
would hardly allow an accumulation over a sufficient period to finance 
new plant structures. 

Ce force argues with some merit that substantial hourly pay in- 
creases actually cost very little after taxes. Investors are not keen to 
invest in unproven products or in a company such as ours because 
of the capital-stock structure being what it is. 

In general, I wish to say “Why penalize a company that is well run?” 
There must come a time when Congress or the governing bodies of the 
United States considers an incentive for management as well as for 
labor. 

Mr. Mills raised a question earlier today about absorbing labor. A 
growing industry such as ours will certainly absorb a tremendous 
number of the laborers who will be out of work because of defense 
contracts which will be allowed to lapse. All you have to do is to 
think of the potential of the refrigeration and air-conditioning indus- 
tries and I am sure you can see that. 

We have paid no dividends since the excess-profits tax was initiated. 
In other words, gentlemen, I urge you to allow the excess-profits tax 
to expire as originally planned. 

The Cuatrman. We thank you for your contribution. 

Are there any questions ? 

Mr. Mitxis. Mr. Chairman, it is the lateness of the hour that deters 
me. I would like to discuss with him the point he raises, but I will 
not do so. 

The Cuarrman. We thank you very much. 

The next witness is Mr, Phil T. Sprague, president, the Hays Corp., 
Michigan City, Ind. 

Mr. Sprague, we are glad to have you here. If you will give your 
name and the capacity in which you appear, we will be glad to hear 
vou. 


STATEMENT OF PHIL T. SPRAGUE, PRESIDENT, THE HAYS CORP., 
MICHIGAN CITY, IND. 


Mr. Spracur. Mr. Chairman and gentlemen of the committee, I 
appreciate the opportunity. 

My name is Phil T. Sprague, and I am president of the Hays Corp., 
Michigan City, Ind. The Hays Corp., of Michigan City, Ind., manu- 
factures fue l-saving instruments and controls for steam powerplants, 
steel mills, oil refineries, chemical-process plants, et cetera. These 
products comprise indicating, recording, and controlling devices for 
draft, pressure, flow, level, temperature, and gas analysis. 

Large and small industrial factories, municipal ants, colleges and 
universities, Great Lake ore boats and Central f lectric generating 
stations are our customers. Every battleship, cruiser, and ‘submarine 
in the United States Navy is equipped wih Hays gages to indicate 
pressure or flow of air to boilerrooms or battery rooms. 
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Our newer products include electronically operated instruments 
and controls which are used for health studies in hospitals, for atomic 
research and a wide variety of industrial purposes. 

Our company bears the name of its founder, Jose ph W. Hays, the 
first man in this country to be called a combustion engineer. In this 
field he was a pioneer educator, writer, and inventor. Starting at the 
turn of the century he wrote pamphlets for the Bureau of Mines, trade- 
paper articles, books and a home-study course on the subject of com- 
bustion. One of his books, How To Build Up Furnace Efficiency, went 
through 18 editions with a distribution of 120,000 copies. It is doubted 
if any single man has accomplished more to reduce fuel bills and con- 
serve our fuel resources than Joseph W. Hays accomplished during his 
lifetime of 74 years. . 

Upon my return from France in 1920, I joined Mr. Hays in his 
business struggles. In 1925 I purchased his orvytg exe business so 
he could devote full sina to his consulting practice. I sold 20 percent 
interest to Otto Ziegler, another First World War veteran. He took 
over the manufacturing operations while I proceeded to build up sales, 
direct a research program, improve products and help the company to 
grow. Mr. Ziegler and I have operated the Hays Corp. together since 
1925, plowing back profits for 28 consecutive years. The fact that we 
had only ourselves and our children as common stockholders has made 
this possible. We have added to our staff more and more technically 
trained engineers. Sales have increased from $75,000 in 1925 to almost 
$3 million annually at present. 

In 1946 we sold a quarter million dollars’ worth of preferred stock 
on Which dividends have been paid regularly out of profits after taxes, 
but nothing more than token dividends have ever been paid on our 
common shares. 

This money was used to develop electronic products to keep the Hays 
Corp. in the running in a highly technical field. We did not start 
earning on these products until excess-profits tax, so-called, was im- 
posed to seize a larger part of these profits. 

Mr. Ziegler and I are getting along in our allotted years. Each of 
us has had serious health warnings and setbacks and we would like to 
leave a strong company for our capable sons to operate. There is 
greater need for fuel conservation today than ever before. In the 
short time available I shall not try to explain a lot of figures. The 
hard thing for me to understand is how after paying a tax which is 

called an excess-profits tax for 3 years we wind up with $261,000 addi- 
tional debt in spite of leaving in the business more than 96 percent 
of earnings available for common stockholders. 

During the period that the excess-profits tax has been in effect, 
less than 10 percent of our sales have been to Government agencies. 
We did not convert to defense work but have continued to supply our 
regular types of industrial customers with products and services to 
help them burn their fuel more effic ‘ently and economically. Our 
sales of $2.500.000 in 1950, of $2,975,000 in 1951, and of $9.900,000 
in 1952 were not the result of the Korean incident which provoked 
the reapplication of the excess- — tax. Our records of sales under 
the Renegotiation Act show only 8 percent for 1951 and 9 percent for 
1952. 
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Our company is weaker financially now, not stronger, and yet this 
tax says we have had excess profits. While this is discouraging to 
Mr. Ziegler and to me, perhaps that is not the serious aspect. Even 
the way it affects our sons and their future may not call for any par- 
ticular sympathy. These sons have had good educations and can make 
creditable records and progress elsewhere even if the Hays Corp. 
cannot hold them because we are unable to finance the expansion that 
is necessary if we are to give them the advantage of the growth oppor- 
tunities created by our policy of plowing back profits year after year. 

A combination of 2 other factors does give us real concern: (1) We 
have about 200 employees for whose jobs and welfare we feel a respon- 
sibility in our home community. 

I would like to say there, interposing, that in 1925, when Mr. Ziegler 
and I took over, we had 12 employees, Mr. Chairman. And during the 
years that that number has grown to over 200 our employees have 
never missed a paycheck even during the depression years of the early 
1930’s. We have never had a work stoppage. No other compan) 
in our community has had that experience. 

The second point is that we know we must continue our research and 
development work or we will retrograde and lose out in our highly 
technical and highly competitive field. 

We do not know how to do either of these two things if the excess- 
profits tax is continued after June 30. Mr. Ziegler and I will get 
along, as well as our families, but we cannot continue to fulfill what 
we consider to be our community responsibilities and opportunities 
unless this crippling, stultifying, unfair tax is ended on June 30 next. 

Mr. Chairman, I thank you. 

The CHairman. We thank you very much, Mr. Sprague, for your 
presentation here. Are there any questions? If not, we thank you. 

Mr. Spracue. I thank you, gentlemen, all of you. 

The CuarrMan. The next witness is Mr. Galen Miller, vice presi- 
dent and treasurer, Towmotor Corp., Cleveland, Ohio. 

Will you give your name and the capacity in which you appear for 
the record ? 


STATEMENT OF GALEN MILLER, VICE PRESIDENT AND TREASURER, 
TOWMOTOR CORP., CLEVELAND, OHIO 


Mr. Mitier. My name is Galen Miller. I am vice president and 
treasurer of the ‘lowmotor Corp., Cleveland, Ohio. 

Towmotor Corp., of which I am vice president and treasurer, is en- 
gaged in the manufacture and sale of powered industrial life trucks 
and tractors. A forklift truck is a machine which picks up the load, 
carries it to another location and once there, places it and stocks it to 
varying, and substantial, heights. These material handling devices 
are used throughout industry in the storing, manufacturing and trans- 
porting of bulk, packaged and palletized materials. 

Mr. Wood has shown you a model of an also good machine. 

With the production of the first lift truck in 1933, the business has 
grown to one which last year had sales of approximately $30 million 
and employed directly 1,200 persons. It is a typical American insti- 
tution, and one of the thousands proving that man has never devised 
a better economic system under which to live than that of free com 
petitive enterprise. 
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I might add that the business was founded on an idea of one man 
beginning very early in 1919 and who went through a great deal of 
trial and tribulation until he struck upon this device in 1933. Like 
most new ideas, the job in the beginning of selling industrial users 
and the advantages of mechanical material handling was difficult, 
and progress was slow. Since the early 1940’s, appreciable momen- 
tum has developed and our opportunity for increased sales and em- 
ployment continues, restrained only by limited resources, primarily 
financial. 

It is because of the adverse effect of the excess-profits-tax law on 
our future that I am grateful for the ee tons of appearing today 
before this committee, whose concern is Federal taxation. Let me say, 
in the beginning, that I do not consider the particular circumstances 
of our company an extreme example of the mrs and penalizing 
effect on growth of the current excess-profits-tax law but rather re- 
gard our situation as typical of the average smaller company. 

In our own case, we do not consider the period 1946-49 a fair base 
period. Nor do we regard 85 percent of the earnings of the 3 best 
years of that period a fair measure of our 1950 and subsequent annual 
earning power. 

In 1949 prior to the enactment of the present excess-profits-tax law, 
our sales totaled $10,831,000 and our Federal income taxes $406,000. 
In 1950 sales increased by 40 percent to $14,540,000 and taxes in- 
creased by 200 percent to just under $1,300,000. In that year, net 
earnings after taxes kept pace with the tax increase and also increased 
by 200 percent over those realized in the prior year 1949. However, 
in 1951 the situation changed. From a sales increase of 70 percent 
over the prior year to $25,000,000 our tax increased by 120 percent, 
leaving less net earnings than in the previous year. In other words, 
the tax collector got all the gain, we got the risk incurred i in the ex- 
pansion, including that of an inventory which doubled in size at 
increased pr ices. 

The same pattern, with results not quite so severe, prevailed last 
year. Sales increased 17 percent, while net earnings after taxes were 
1114 percent less than in 1951. With no change in tax rates, obviously 
our profit margins were lower than the year before. Government 
business increased from 6.5 percent to 30 percent of total sales and had 
a bearing on this result. 

And I might add that, of course, we are renegotiated, and our busi- 
ness is procured only on a competitive basis. We bid for it. 

During the ~ iod under review, we saw the necessity of expanding 
our production facilities in order to keep in line with our growing 
business and our competition. Study disclosed that an investment of 
between $1.5 million and $2 million was needed for an additional plant 
and machinery. Under these conditions, brought about primarily by 
the excess-profits- tax law that I have referred to, we could not gen- 
erate capital funds internally through retained earnings. Addition- 
ally, our investment was discourage d, to say the least, when we realized 
that if our venture proved right, the Government would get over two- 
thirds of the profits, up to 82 percent of them, while if we were wrong, 
we would take all the loss. 

While recognizing that the general level of taxes would remain 
high for some time, in the firm belief that the current administration 
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would allow the excess-profit-tax law to expire, we undertook a build- 
ing program about 6 months ago. A term loan for $1.5 million was 
made to finance its cost. This is the first time we have been forced into 
what for us is a substantial debt obligation, and it is difficult for us 
now to believe that our business may be jeopardized by the continu- 
ance of a law, which, even those in top positions of responsibility have 
only recently admitted, is inequitable and incompatible with economic 
growth. 

The CuarrmMan. That was a very nice statement, sir. We appre- 
ciate it. 

Are there any questions ? 

The Chair hears none. 

Mr. Mitier. Thank you, very much. 

The Cuamrman. The next witness is Mr. Alan Hickox, president, 
Low’s Reproduction Service, Inc., Chicago, Ill. 


STATEMENT OF ALAN HICKOX, PRESIDENT, LOW’S REPRODUCTION 
SERVICE, INC., CHICAGO, ILL. (ACCOMPANIED BY STANLEY LOW, 
SECRETARY-TREASURER, LOW’S REPRODUCTION SERVICE, INC.) 


Mr. Hickox. Mr. Chairman, my name is Alan Hickox. I am presi- 
dent of Low’s Reproduction Services, of Chicago. My associate is Mr. 
Stanley Low, who is secretary and treasurer of our organization. 

With your permission, Mr. Chairman, I would like to have the com- 
mittee members have some samples of our work. I think it will help 
them to visualize the nature of it. 

The CuHarrmMan. We will appreciate that. 

Mr. Hickox. Low’s Reproduction Service, Inc., is engaged in the 
offset-printing business, specializing in the production of material 
used largely by manufacturers for sales promotion. Our principal 
products are catalogs, chainstore listings, product reproductions in 
full color to be used in place of actual samples, and miscellaneous 
printed matter suitable for production on our equipment. It is a 
highly specialized business in a crowded and highly competitive indus 
try. Our organization is unique in that we have a completely inte- 
grated plant, which enables us to handle every phase of production 
including layout, artwork, photography, typography, platemaking, 
printing, binding, and mailing. 

We do business in most of the States east of the Rocky Mountains, 
serving a clientele that ranges from the largest corporations to manu- 
facturers of small size, successfully competing with offset printers 
located throughout this territory. We have never produced work 
under contract for the Federal Government. 

This business was founded in 1908 as a letter service under sole 
proprietorship, and until 1937 its operations were limited to multi- 
graphing, mimeographing, addressing, and mailing. During the de- 
pression years it became evident that the scope of the business should 
be enlarged if it was to survive. To this end the proprietor brought 
into the business men of wide experience in the graphic arts, and a 
thorough study of marketing and produtcion methods was made. 
This resulted in laying out long range plans for entry into the offset 
printing field to specialize in color reproduction, 
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Operations in the beginning were on a very small scale. We were 
starting from “scratch” in a new field. People with sufficient train- 
ing were not to be found. Suitable machinery for economical produc- 
tion of the type of work we desired to do was scarcely out of the de- 
ve lopment stage. 

During the years 1937 to 1942 we lost money on the offset printing 
operations, but the letter services produced enough profit to enable 
us tocarry on. The war brought the deve lopment of the offset print- 
ing business to a stop. Our customers, turning to war production and 
being restricted in the output of their regular produc ts, could not use 
our services. Enlistments and the draft took our young men that 
we had been training. 

In 1946, the proprietor of the business found little incentive under 
high income taxes, labor shortages, and heavy investment require- 
ments, coupled with his age of nearly 70 years, to aggressively pur- 
sue the further development and expansion of theories advanced and 
proven right in the prewar years. 

However, with the entry of younger men in the business that year, 
upon whose shoulders the responsibility for vigorous growth could 
be placed, and with the firm conviction that a healthy business cannot 
stand still, a plan for expansion was developed to capitalize on the 
work that had been begun in 1937. 

In 1947 the business was incorporated. ‘Three years later we moved 
to larger, completely modern facilities. The sum of $69,000 of re- 
tained | earnings was expended on new equipment and necessary lease- 
hold improvements. An additional $20,000 was borrowed from the 
bank to provide necessary working capital. 

Within a year the president of the firm passed away. The company, 
having again depleted its working capital through necessary addi- 
tional expansion, found that it was unable to obtain funds through its 
bank. New banking connections were established, and a loan of 
$40,000 secured, based in large degree on the bank’s faith in our growth 
prospects and the soundness of our program. 

From 1946 through 1952, the company’s average _ after taxes 
amounted to $29,700; of this amount, an average of $22,960, or 77 per- 
cent was spent in each of the five years for purposes of expansion 
and replacement of equipment. 

Sheaed on 7 months to date, our sales for fiscal 1953, ending Sep- 
tember 30, will shown an increase of approximately 20 percent over 
1952. As a result of greater volume, increased machine and em- 
ployee efficiency, and careful expense control, our profits before taxes 
will run approximately 75 percent ahead of last year. But taxes, 
with the added burden of excess profits taxes will increase 131 percent, 
against a 20 percent sales increase. It is difficult to comprehend such 
penalty on efficiency and growth. 

On September 30 our cash and receivables will _barely cover our 
current habilities, which inideide accrued taxes of $78,500, amounting 
to 61.5 percent of our net before taxes. Under present conditions, it 
is impossible for the business to retain earnings sufficient to acquire 
the equipment and space with which to handle the added volume 
available to us. 

During the last 214 years to date, average straight-time earnings 
of our 64 productive ee ees—36 men, 28 women—have increased 
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7.4 percent, from $1.55 to $1.82 per hour. Our inability to keep up 
with the demand for our product through adequate as has 
resulted in lost sales and an increase in the overtime work by employees 
from 9.3 percent of the normal workweek in 1951 to 17 percent in 
1953, which tends to result in a loss of iielenes through excessive 
hours. 

To meet the problem of having skilled people available as the 
business grew we found it necessary to conduct a training progr: im 
in our plant, and to pay the tuition of men attending the trade schools 
of the Lithographic Foundation for instruction in the technical 
aspects of their particuular trades. Most of these trainees were vet- 
erans of World War II and are now earning above average wages. 

This program has proved highly successful and is being continued 
in direct proportion to our requirements for upgrading of skills and 
additional personnel. It cannot be continued if our growth is impeded. 

Ours is a fast-moving, highly technical, and competitive industry. 
Equipment is expensive, and when replaced is done so at costs that 
greatly exceed established depreciation reserves. ‘The duplicate of 
a printing press purchased new by us in 1950 for $7,142, cost $9,843 
in 1952, an increase of almost 40 percent. Continued growth requires 
flexible thinking, receptiveness to new ideas, and capital for experi- 
mentation, research, new equipment and facilities, and the financing 
of expanding inventories and receivables. 

There is serious question in our minds, however, about the advis- 
ability of pursuing our program of growth further under present 
conditions, despite the almost immediate acceptance of our services 
and product, when it is contemplated that such expansion can take 
place only at the expense of our own security. 

We appreciate and are gravely concerned about the position of 
our country in the world of today. We understand only too well and 
are equally concerned about the country’s serious fiscal problems. 
However, we are firm in our conviction that there is no equity to be 
found in extension of a law that places an additional 30 percent 
peneny on business for the crimes of efliciency, increasingly higher 

vages, greater employment, and accelerated circulation of dollars 
throngs 1 increased sales. 

Freed of the excess profits tax, Low’s Reproduction Service will in 
all probability produce more revenue for the Government and employ 
more people at taxes of 52 percent than it will if forced to stand still 
because of 70-percent rates. 

The Cuamman. That is a very fine statement. 

Are there any questions? 

We thank you very much for your appearance and the information 
which you have given to the committee, Mr. Hickox. 

Mr. Hickox. Thank you, Mr. Chairman. 

The CHarrmMan. The committee now stands adjourned until 10 
o’clock in the morning. 

(Whereupon, at 3:50 p. m., the hearing was adjourned, to recon- 
vene at 10 a. m., Wednesday, June 3, 1953.) 
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WEDNESDAY, JUNE 3, 1953 


Houser or REPRESENTATIVES, 
COMMITTEE ON Ways AND MEANS, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m. in the main hearing 
room, Hon. Daniel A. Reed (chairman) presiding. 

The Cuatrman. The Committee on Ways and Means will continue 
to hear testimony on the President’s recommendations to extend for 
6 months the excess-profits tax. 

At the outset, I ask unanimous consent to insert into the record some 
telegrams which I have just received. Without objection, they will be 
inserted into the record. 

(The telegrams referred to follow :) 

EvyriA, Ouro, June 3, 1958. 
Congressman DANIEL REED, 
House Office Building: 

The American people expect tax reduction and this can be accomplished by real 

economy in all departments. This was the pledge and it is up to you to keep it. 
R. D. OLDFIELD, 
Elyria, Ohio. 


BURLINGTON, Wis., June 2, 1958. 
Hon, DANIEL A. REED, 
Chairman of House Ways and Means Committee, 
House Office Building, Washington, D. C.: 

We register our hope that your committee will permit the excess-profits-tax levy 
to expire on June 30 as scheduled. To a small company organized in 1946, such 
as ours, this consistory tax destroys incentive, encourages business extravagance, 
stunts normal cooperative growth, and brings in relatively little from big busi- 
ness, thus penalizing us “smalls” who carry the EPT burden. We have 80 em 
ployees, sales approximately $600,000 per annum. The normal and American 
opportunity to grow either through retained earnings or through attraction of 
new capital is deprived us while this unsound confusing and small revenue 
producing measure confronts small business. 

RELIABLE RUspBeER & ENGR. WorKsS, INC, 


MILWAUKEE, WIs., June 2, 1953. 
Hon. DANTEL A. REED, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington, D. C.: 

It is our sincere belief that continuance of the excess-profits tax will be a 
major hindrance to return of a free economy. Removal of this ill-advised tax 
will stimulate the capital goods business which is needed right now. 

R. O. MARTIN, 
Vice President, Mercury Engineering Corp. 
143 
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WicHITA, KANs., June 2, 1953. 
Chairman REEp, 
House Ways and Means Committee, 
Washington, D. ¢ 


Iixcess-profits tax should be removed as soon as possible in order that operative 
capital may be converted to expansion of industry, both large and small. 

GENE REEp. 

The CuarrmMan. First on our schedule of witnesses today is Mr. Paul 
Cain, executive director, Young American Business Conference, 
Dallas, Tex. Is Mr. Cain here? 

Will you come forward and give your name and the capacity in 
which you appear, for the record. 

Mr. Cary. Mr. Chairman, as executive director of the Young Ameri- 
can Business Conference, I wish to present Thomas L. Amis, who is 
chairman of the Young American Business Conference. I will yield 
my time to him to deliver the testimony I was scheduled to deliver. 

The Cuarrman. You may proceed, Mr. Amis. 


STATEMENT OF THOMAS L. AMIS, CHAIRMAN, YOUNG AMERICAN 
BUSINESS CONFERENCE, ACCOMPANIED BY PAUL CAIN, EXECU- 
TIVE DIRECTOR, YOUNG AMERICAN BUSINESS CONFERENCE, 
DALLAS, TEX. 


Mr. Amis. Mr. Chairman, my name is Thomas L. Amis. I am 
president of Wamix, Inc., of Dallas, Tex. We manufacture ready- 
mixed concrete. We are, I hope and think, playing a significant part 
in the tremendous industrial development of the Southwest, which has 
given American industry its newest and brightest frontier. 

My company, which is 4 years old, was started on the customary 
shoestring, with 7 employees. Today we give employment to 70. 
Needless to say, we have our tax problems, and the ‘y are acute. 

I am national chairman of a group of small companies called the 
Young American Business Conference—an unpaid chairmanship, I 
might add. Through the work and research of this organization, 
I am able to present some data which will perhaps be more valuable 
to our committee’s work than a discussion of my own personal 
problems. 

I will give, for the record, a brief explanation of the Young Ameri- 

can Business Conference; as a group effort by small, new companies 
for survival, this movement was started 2 years ago by 3 small Texas 
manufacturers, of whom I was one. We were convinced that the 
excess-profits tax law was having an effect on small business never 
intended by Congress. We were also aware that the tax-writing 
committees of Congress had no means of learning all about these 
effects until the tax had been in force for a year or two, and that 
many small companies simply would not survive that long under 
the tax structure enacted in 1950. As a matter of simple self- 
preservation, we sought to create an instrumentality which could 
gather and collate information about the effects of the tax, and 
present it in orderly fashion to those in Washington who are respon- 
sible for our tax laws. 

Accordingly, we organized ourselves into an informal conference, 
and retained the Eldean-Cain organization of Dallas and New York 
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to direct the organization and assist in the preparation of the factual 
data we sought. In a couple of months we had the interest and 
participation of a hundred companies, from coast to coast, all having 
3 things in common: Smallness, newness, and tax troubles. 

By gathering specific data on specific hardship cases, and pro- 
jecting the effects of the law in terms of inhibited expansion and 
decreased employment, we were able to define and prove the inequities 
of the excess-profits tax law to small, new companies. This data 
was submitted in 1951 to the Senate Finance Committee and the 
House Ways and Means Committee. 

The Senate Finance Committee and the House-Senate conference 
amended the House-passed bill of 1951 to give certain relief to small, 
new companies along the lines which we had sought. Notable among 
these relief provisions were the granting of the “growth formula” to 
new companies, and a graduated excess-profits tax ceiling for small, 
new companies during their first 5 years. 

Note I do not say that our efforts alone caused the Senate com- 
mittee to grant this relief. We did not set ourselves up as a pres- 
sure group, nor did we operate like one. We sought, as I said before, 
to become an instrumentality by which the true facts could be com- 
municated immediately to the tax makers, having full faith that 
most of them, at least, would stand ready to correct unintended 
inequities. We believe our instrumentality for communication was 
effective, and more than one member of both the House and Senate 
committees lauded our efforts as being a genuine service to them 
in bringing to their attention facts which simply wouldn’t have reached 
them any other way. 

I hope, therefore, that the additional information which our group 
has been able to develop since Congress adjourned in 1951 will be 
of value in the present problem of studying an extension of this tax. 

Our approach to small business tax problems is divided into two 
phases: excess-profits taxes and the so-called normal and surtax 
structure. Before taking up each of these phases, let me make a basic 
statement of principle. 

The present approach to corporate and business tax rates is wrong. 
Paul Cain and I have sat in committee hearings in the gallery at 
congressional sessions where tax bills were being written, and the 
approach has always been to predetermine the amount of money 
required by some fantastic budget, and then write a tax bill designed 
to extract that amount of revenue from the taxpayers, with no con- 
sideration whatsoever to the economic feasibility of either the extent 
of the tax or the method. Offhand, that might seem like a logical 
way to do it, but it isn’t; no more logical than for a housewife to 
say to her husband: “John, I need $60 this week. I know you only 
earn $100 a week, and I know you will have $20 held out in taxes, 
$5 deducted for the bank loan, $10 due to the grocery, and $15 due on 
the furniture, leaving you only $50. You still bring me that $60, 
or else,” 

That gives John three choices: He can skip some of his payments, 
and lose his furniture and his grocery line of credit, he can borrow 
from the loan sharks, thus hastening his ultimate disaster, or he can 
just quit his job, desert his wife, and go fishing. Small business has 
about the same choice today. 
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The more enlightened prison camps in some enemy sectors have 
discovered that it is necessary to give their prisoners a certain mini- 
mum number of calories in food daily. Otherwise they won’t be 
able to perform their norm of work. Yet our tax system continues to 
lower and lower the capital diet on which business must feed to survive, 
without any regard to the irreducible minimum below which business 
cannot be productive. 

All economic history tells the same story—there are only two 
sources of expansion: risk capital, and reinvesting earnings. There 
is obviously a maximum of tax which any business can pay and still 
grow. There is a maXimum of tax which any economy can pay and 
still grow. And growth is essential: to stand still is to decay. Our 
population is growing steadily; demands on our productivity are 
growing steadily. Why, then, instead of writing a tax designed to 
produce whatever budget is asked for, can’t we tailor our expenditures 
and budgets to the amount of revenue which our economy can safely 
produce / This involves a recognition of an absolute tax ceiling on 
companies in various categories, and I submit that it is toward such 
a principle Congress should work. 

I repeat, it is wrong, and fatal, to enact a tax law containing intri- 
cate formulas and astronomical tax rates, and then sit back and wait 
to see how it works out. With the wealth of economic history and 
talent at our disposal, it should be possible to determine a structure of 
safe maximums, and to write the tax laws within those maximums. 

The fallacy of the present approach is already being demonstrated. 
Revenues under record tax rates have fallen below the planners’ 
expectations. Why! Simply because they ignored the basic eco- 
nomic facts of life that somewhere between 40 and 55 percent there 
exists a maximum of safe corporate taxation—an economic point of 
no return, after which revenues cannot fail to drop off no matter 
how high the rates are raised, because taxable profit cannot fail to 
be diminished. 

My testimony is concerned primarily with small business. I know 
this committee has heard this expression before, many times, and I will 
not labor it. I will simply point out the inconsistency of criticizing 
monopoly and overbigness, yet on the other hand setting up taxes 
which make it impossible for small business to survive on a competi- 
tive basis with larger, older, competitors. I will point out the in- 
consistency of a policy which cries on the one hand for ever-increasing 
productivity—which is, in times of world emergency, a sacred duty— 
and on the other hand deliberately prevents the small, growing units 
of American industry from realizing more than a fraction of their 
growth potential. The future and survival of America is inevitably 
bound up with the survival and growth of the dynamic segment of 
business and industry, just as the fate of tomorrow depends upon 
the youth of today. 

With specific reference to the excess-profits tax, as it affects small 
business and new business, let me submit to the committee the follow- 
ing data and comment developed from surveys of our conference 
participants. This data is based on information from approximately 
100 companies, in all parts of the country, principally in manufactur- 
ing activities, all less than 6 years old, none employing more than 
500 persons, none with assets of more than $5 million. The average 
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A typical company in our small-business category will earn, before 
taxes, about $90,000 on assets of about $500,000. That is 18 percent, 
and that sounds pretty good. But wait. This same average com- 
pany has virtually no excess-profits tax credit. The industry average 
rate of return applied to invested capital won’t help him, because the 
industry average is based on a cross-section including all the old, 
established companies with huge capital and assets, who accumulated 
them in periods of relatively low corporate taxation, and who can get 
along nicely on a relatively low percentage return. Our small com 
pany has small assets to which they apply a rate based on competitors 
many times his size and age. The average net earnings base period 
will do him no good either, for the chances are he either wasn’t in 
business or was operating at a loss during the base period years. So 
our average company depends on the statutory minimum EPT credit 
of $25,000. That means he faces a potential 82 percent tax on more 
than two-thirds of his profit, which may be his first profitable year, 
after 2 or 3 or 4 years of losses. 

True, the amendments in the 1951 act included a maximum limita- 
tion, after the first 5 years of existence of 17 percent of the total reve 
nue as excess-profits tax. So our average company, with an EPT 
credit average and typical to any small new enterprise just getting 
started, will pay a normal tax of $27,000—you know, Mr. Chairman, 
I hate to use the word “normal” in connection with a 30-percent tax 
rate—a surtax of $14,300, and an excess-profits tax of $15,300 to a 
total of $56,600. This is an effective rate of 63 percent. 

That isn’t all. Our average company, at this point, owes about 
$40,000 in bank loans or hot debentures. Some of them owe more. 
The obligations are never long-term or comfortable; immediate sub 
stantial reduction is mandatory. So out of the $33,400 our average 
company has left, it will have to pay from $15,000 to $25,000 right 
away to keep the sheriff out of the plant. 

By this time he has been in business for 5 or 6 years, and a lot of 
his equipment is either obsolete or worn out. Just to keep his present 
capacity going—mark that, not to expand and increase capacity, just 
to hold his own—he needs to add or replace equipment to extents 
varying from $15,000 to $50,000. No effort has been made to strike 
averages here due to the diversity of the types and purposes of equip- 
ment and tools, for which no common denominator can be established. 

Now, what about the future? What about expanded productivity, 
that golden goal of all industry, so eagerly demanded by our Govern- 
ment in times of stress? What about expanded employment, new 
jobs, so happily demanded and anticipated by the Labor Department 
and the unions? 

By striking an average between a projection on the expansion po- 
tentials of the companies studied, as based on their individual growth 
rate during their own histories, and by relating that to growth 
factors of comparable companies of greater age, with adjustment for 
the dollar’s prewar, and postwar purchasing power, the average small 
company today needs at least an immediate 25-percent capacity ex- 
pansion factor, based on its last tax year, to r -alize its growth oppor- 
tunities, That means that our John Doe average company, with 

$500,000 in assets, could very well expand by 25 percent without 
overiootine his market. He could add anywhere from $50.000 to 
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$125,000 worth of new equipment and facilities—here again no average 
is possible because of the lack of a constant ratio between cost and 
productivity of various types of equipment and facilities—he could 
expand his business to that limit within the limits of safe and sound 
management. Putting it another way, if he doesn’t do that, if he 
just stays as small as he is, he is going to lose business. He is going 
to see markets he created expand, without his being able to expand 
to satisfy them. He will see his business go to his competitors , who 
by virtue of large EPT credits or large capital reserves, are able to 
expand to meet the demands of their opportunities while he is not. 

So needing about $25,000 for repair and replacement, and about 
$75,000 for sound expansion, the John Doe company has $13,400 to 
do it with, after he has paid the banker enough to keep him quiet for 
a while. No mention has been made of dividend to the stockholders— 
and none will be, in the foreseeable future. 

That, Mr. Chairman, is the position of the average small company, 
according to our studies, with an existence of more than 5 years. 

The ceiling rates granted in 1951, starting with 5 percent for the 
first 2 years and increasing 3 percent a year up to the 17-percent maxi- 
mum saved the bacon for a good many companies last year and the year 
before. But it was only a stay of execution, and the relief was 
spotty rather than general. The John Doe case I have just cited 
is a company now out from under the relief umbrella; after 5 years, 
he is considered ready to compete on equal terms with Gener: al Electric 
and du Pont. A company which achieves the wanes earnings of the 
John Doe company in, say, its second or third year, would have been 
able to retain eight or ten thousands dollars more, des to the ceilings. 
But how many companies do that well in their first 2 or 3 years? 
Our average company operates at a loss for 2.6 years before showing 
a profit, and the first profit then is usually slim for a year or so. 
Don’t misunderstand me—we are grateful for the relief granted in 
1951 and we are happy to have had a hand in making it possible. 
But we still have to live with hard economic facts, and we must 
realize that, at best, it was a stay of execution. Someone must still 
face up to the fact that America has a definite stake in the develop- 
ment and expansion of small business, and that there is a safety 
maximum beyond which taxation simply cannot go. 

Now permit me to give you the conference position and recommen- 
dations on excess-profits taxes. Initially, it is our contention that this 
is an unwarranted tax and that it is misnamed. As I understand it, 
the philosophy behind a so-called excess-profits tax is to siphon off 
excessive earnings which develop as a direct result of supplying war 
materials or fulfilling war contracts. If that is true, it certainly 
is a misnomer. Fifty-five percent of our companies engage in no 
war-contract business at all. Many of them find their operations and 
markets strictured, not enlarged, by the defense program. Of the 
45 percent who do any war business at all, only 10 percent derive more 
than 20 percent of their revenue from such sources. None of them 
exceed the statutory limit set by the 1951 act to qualify for relief 
provisions of that act. 

Further, why is the EPT credit limited to 83 percent of the base 
period normal earnings? If the years 1946-49 are alleged to reflect 
so-called normal earnings, what is excessive about the last 17 percent 
of those normal earnings? 
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| know why this credit percentage was reduced from 85 percent in 
the 1951 session. It was simply because someone s said, ““We have to 
raise an extra billion dollars or two, to meet this budget—we can get it, 
on paper, by adding 2 percentage points to that portion of every 
corporation’s income to be subjected to the EPT rate.” That may 
be expediency, but it isn’t economics. No thought was given to the 
fairness of such a proposal; whether or not it would subject honest, 
normal earnings to a tax rate designed for war profiteers; whether 
or not it would cut back on needed expansion and improvement for 
hundreds of small companies; whether it would knock thousands of 
workers out of jobs. 

Let me amplify one point before listing our specific recommenda- 
tions on EPT. That is the matter of a new company’s base period. 
Why must EPT credit be forever hitched to the years 1946-49, when 
many companies were not in business during that period, or had only 
loss years 1n that period, or had only a few months earnings history ¢ 
Must we assume that all industrial progress ceased by statute on 
the date of the Korean action ‘ 

We all know that we are committed to some sort of garrison-state 
existence for years to come. Therefore, some degree ‘of armament 
and war preparation has become and will be norm: al to our economy. 
Why not give every company, large and small, old or new, the fair- 
ness of the EPT credit based on its own earnings history, weighted 
if necessary to compensate for periods of intense rearmament activ- 
ity, but permit them to base their EPT credit on their own earnings 
record, regardless of when it occurred ? 

Specific -ally, the Young American Business Conference makes the 
following recommendations with respect to the excess profits tax law 
of 1950, as amended by the revenue act of 1951: 

1. Permit the law to expire, without extension or reenactment at the 
time for its statutory expiration, June 30, 1953. It has been demon- 
strated to be unnecessary and unworkable not increasing gross revenue 
by enough to offset the irreparable damage it is doing to our economic 
machinery. 

In times past, when members of our group have been discussing the 
small business hardship aspect of the excess profits tax law with 
members of Congress and committee staff members, we have frequently 
had the question put to us: “Well, we have to have this revenue—if 
you would have us eliminate the excess profits tax law, where would 
you have us get the money ¢” 

Mr. ‘Chairman, I submit that this is sophistry. It is not our job to 
find revenue sources. Our job is to operate our business satisfactor- 
ily enough to make our payrolls, pay our bankers and try to pay our 
taxes. It is our job to exercise our right of petition and bring facts 
to you about the consequences of the taxes you enact. It is the job 
of Congress to find revenue sources, and I submit that if a revenue 
source expires and an economically sound substitute cannot be found, 
then spending should be pared to fall within the funds available 
through economically sound taxation. 

However, let me further recommend that if, against the recom- 
mendations and hopes of all businessmen large and small, legislation 
should be advanced to extend the life of the excess profits tax, such 
legislation should include the following amendments to the law as it 
now stands, retroactive to date of enactment: 
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Amend the law to give a minimum EPT credit of $50,000 in- 
sand of the present $25,000. 

2. Raise the EPT credit to 95 percent of base period earnings in- 
stead of 83 percent. 

Permit companies formed during or after the base period to 
utilize the best 12 out of their first 48 months’ experience as their 
— period for EPT credit. 

. Break down the present industry average rate of return classi- 
feation= into smaller and more specific ¢ categories more truly re- 
flecting the activities and average earnings of various categories. 
Example: The plastics industry is now ine Juded under the chemical 
industry’s rate of return. This is inaccurate; the two industries are 
different, one is young, the other is old; one requires a much higher 
rate of return for normal development than the other does, which is 
pretty we ll deve loped. 

5. Extend the present 5 percent EPT tax rate now applying to a 
company’s first 2 years of existence to the company” s first 5 years of 
earnings—not first 5 years of existence, but first 5 years after the profit 
point is reached—and then commence the graduated scale of 3 percent 
annual increase. 

6. Permit credit for the retirement of bank indebtedness contracted 
prior to the enactment of the law before computing EPT. 

7. Make such amendments retroactive to effective date of the law. 

a respect to normal and surtax rates, we urge the following: 

. Reduce normal t: ix rate to 25 percent and, if necessary, put the 
D Me rcentage points back on the surtax rate. You will recall that this 
was the way it was done orginally in the 1951 revenue act, and that at 
the last minute, in the joint conference, the 5 percent was moved back 
on normal tax. That was another example of the policy of expediency 
rather than economics. 

The CHairMan. It is very interesting and I have no objection, as 
you are almost through and it 1s a very excellent paper, but this hear- 
ing is for dealing with the excess profits tax alone; no other tax changes 
or modifications. You have almost finished your paper, but I wanted 
to let you know that the hearings are confined to the excess profits tax. 

Mr. Amis. Thank you. 

Evidently the conference felt it had to find so many thousand more 
dollars somewhere. That was a predictable way of raising a pre- 
dictable figure, simply by taking the total number of tax-paying cor- 
porations, and arbitrarily assessing each of them $1,250, without 
regard to size. Tothe giant corporations of the land, that represented 
a tax increase of perhaps 1 creme 1 percent. ‘To the small companies, 
it Was an increase of : } percent, or 5 percent, or even more, 

2. Increase surtax exemption to $50,000 from the present 825.000. 

Mr. Chairman, the Treasury, the Revenue Department, and the tax 
committees of Congress should look at this problem this w: ay. It is 
their jo rb to raise funds to run this country without depleting the 
country’s ability to produce those funds. It is to extract the necessary 
number of golden eggs without killing the goose. Tax relief for smail 
business would be the best capital investment this Government could 
make. For every dollar you take away from small business today in 
taxes, you will lose $5 in the next 3 years, in revenue you could have 
collected later on larger taxable incomes made possible by increased 
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productivity and increased employment. The Senate Finance Com- 
mittee estimated that the relief granted small business in 1951 would 
amount to $60 million as applied to all affected companies throughout 
the country. I can tell you that virtually all of those $50 million are 
being put back to work in the companies which earned them, and that 
they ultimately will be responsible for the production of many times 
that amount of revenue in the form of normal taxes on expanded na- 
tional income. The same will be true of any and all relief granted 
small business under our present tax rates. 

Thank you. 

The Cuarrman. That concludes your statement. I congratulate you, 
sir. You have given us some very, very useful information as a result 
of the research of this organization to which you belong. 

Mr. Amis. Thank you, sir. 

The CuarrmMan. Are there any questions ? 

The Chair hears none We thank you very much for your 
appearance, 

The Cuarrman. The next witness is Mr. William H. Moore, assist- 
ant to the president, Packard-Bell Co., Los Angeles, Calif. 

Will you give your name and the capacity in which you appear for 
the record ? 


STATEMENT OF WILLIAM H. MOORE, ASSISTANT TO THE 
PRESIDENT, PACKARD-BELL C0., LOS ANGELES, CALIF. 


Mr. Moore. Mr. Chairman, my name is William H. Moore. I am 

sistant to the president of Packard-Bell Co., which has its main 
plant located in Los Angeles, Calif. 

With your permission I should like to submit our written statement 
for the record and only highlight certain portions of it at this time. 

The CuHarrmMan. Without objection it is so ordered. 

(Mr. Moore’s prepared statement follows:) 


STATEMENT PREPARED FOR SUBMISSION IN CONNECTION WitH HEARINGS ON THI 
EXxcess-Prorits Tax 
PACKARD-BELL Co., 
Los Angeles, Calif., June 3, 1953. 
COMMITTEE ON WAYS AND MEANS, 
House of Representatives, Washington, D. C. 

GENTLEMEN : The Packard-Bell Co. is currently engaged primarily in the manu- 
facture and sale of television sets. The company was incorporated in 1945 as a 
successor to a business originally commenced in 1926. It has grown to be a 
medium-sized company, employing approximately 1,200 to 1,500 people, and has 
a current net worth of approximately $3,000,000, 

Our reasons for requesting this opportunity to appear before the committee 
are really twofold: 

(1) To present the company’s position that the excess-profits tax is a 
discriminatory and economically unsound tax law and that it should be 
allowed to expire on June 30, 1953. 

(2) To present this company’s plea for retroactive relief because of the 
unintended inequity suffered by the Packard-Bell Co. as a result of the 
application of this law. 

With reference to the first objective, we think that the experience of Packard 
Bell under this tax is an excellent example highlighting the arbitrary and dis 
criminatory effect of the act. To fully appreciate this, it is necessary to refer 
briefly to the historical background of the excess-profits tax. While the tax is 
basically a revenue-producing measure, one of the primary arguments made in 
support of its enactment focused upon taxing excessive profits stemming from our 
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defense economy. With this in mind, Congress at the outset recognized the 
necessity of protecting those companies which were currently enjoying a growth 
cycle not related to or dependent upon the defense economy against oppressive 
taxation. To provide relief for such new and growing industries, such as tele- 
vision, Congress enacted section 435 (e) (1) of the Internal Revenue Code, 
which set forth a method, popularly referred to as the “television method” for 
computing the excess-profits tax credit. 

Despite the well-meaning intent of Congress in enacting the special “television 
formula,” and despite the fact that Packard-Bell Co. qualifies to use this formula, 
and despite the fact that the company received more than 90 percent of its income 
from the manufacture and sale of television receivers, Packard-Bell Co. will 
nevertheless pay an average tax of 66.6 percent of its net income for those of its 
taxable years subject to the full excess-profits tax. This average is just a few 
percentage points off the maximum tax of slightly less than 70 percent which 
is payable by any corporation, even though engaged exclusively and solely in 
defense production. Therefore, the policy of Congress was not carried out with 
respect to the Packard-Bell Co. 

This demonstrates the inequitable and wholly fortuitous result that can befall 
a corporation under an excess-profits tax regardless of an expressed and avowed 
intent of Congress. 

Congress’ most faithful efforts to achieve equality as between taxpayers under 
the excess-profits tax cannot be accomplished inasmuch as such legislation must 
necessarily draw arbitrary lines and result in unsound economic distinctions with 
the consequent result that taxpayers in virtually the same current economic 
circumstances find themselves bearing very unequal tax burdens. 

The following schedule presents a graphic picture of the growth of Packard- 
Bell Co, and the onerous taxload that it has been forced to bear: 


Percentage of tax 


Taxes paid : 
eee Pe to taxable income 





Net tax- ' aided ee segue 
Fiscal years ende * Sept, 30 able 
neome Norinal acess Tend Total | c—- 
and surtax profits ote tax profits 
tax 
1946 $20, 815 $4, 912 $4, 912 23. 6 
1947 21, 94 4, 986 4, 986 22.7 
1948... 80, 710 30, 670 30, 670 38. 0 
1949 188, 968 68, 451 | 68, 451 36. 2 
1950 2, 041, 214 810, 416 $59, 134 869, 550 42.6 2.9 
1951 2, 659, 421 1, 310, 928 354, 687 1, 665, 615 | 62.6 13.3 
1952 3, 029, 102 1, 569, 544 473, 534 2, 043, O78 67.4 15. 6 
1953 (estimated 3, 959, 793 2, 053, 592 1 712, 763 2, 766, 355 69. 8 18.0 
1 Assuming excess-profits tax continues to Sept. 30, 1953. 


A cursory glance at the above figures can lead to only one conclusion: the Gov- 
ernment has a tremendous stake in this enterprise. 

During the 8 years in which the company was subject to the full excess-profits 
tax, the Federal Government took approximately 66.6 percent of its income, 
the stockholders received approximately 20 percent of its income as dividends, 
and the company was able to retain only 13.4 percent of its total income for its 
expansion and growth. Thus the Government received more than 3 times the 
amount received by the owners of the business and 5 times the amount retained 
by the company. 

There can be no doubt that a definite corollary of this was the stifling of 
Packard-Bell Co.’s growth due to the company’s inability to retain sufficient 
funds in the business for expansion purposes. In April of this year the company 
was forced to go to the public with a stock issue to obtain $1,800,000 for the ex- 
pansion of its facilities to meet the continuing demand for its product. With- 
out the terrific burden of the excess-profits tax, this undoubtedly would not have 
been necessary. 

If the excess-profits tax is extended to December 31, 1953, Packard-Bell Co. 
estimates that it will pay an additional $360,000 in excess-profits tax. This tax 
would not be limited to profits received prior to December 31, 1953, because 
Packard-Bell Co. is on a September 30 fiscal year. It would in effect tax income 
derived during 9 months of 1954. 
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This company is strongly of the opinion that, of the total amount of additional 
revenue which would be realized as a result of the continuation of this tax to 
December 31, 1953, we would be paying much more than our proportionate share 
of that revenue. Being a small company, comparatively speaking, we believe that 
the tax would be penalizing aggressive management and enterprise. 

We reiterate our request that the excess-profits tax be allowed to expire June 
30, 1953. 

With reference to our second objective—retroactive relief—Packard-Bell Co. 
feels very strongly that it has been the unintended victim of an inequity within 
the television industry as a result of the excess-profits tax. As previously noted, 
Packard-Bell qualifies for use of the special growth formula enacted by Con- 
cress and yet has paid approximately 66.6 percent of its income in tax during 
the excess-profits tax years. 

An analysis of statements of income of other major companies engaged in the 
manufacture and sale of television sets, for the years 1950, 1951, and 1952, 
as found in Standard & Poor’s Manual, indicates that, with only 2 exceptions, 
the companies paid very little, if any, excess-profits tax for these 3 years. Again, 
with only 2 exceptions, none of the companies paid in taxes during any 1 of these 
3 years more than 56 percent of its net income, as compared to Packard-Bell’s 
62.6 percent, 67.4 percent, and a potential 69.8 percent in its taxable years ended 
September 30, 1951, 1952, and 1953, respectively. See attached schedule setting 
forth percentages of tax paid to taxable income by various major television 
manufacturers. Obviously this glaring inequity seriously jeopardizes our com- 
petitive position in the industry. 

The two companies, which are the exceptions to the rule, as indicated above, 
were two of the largest manufacturers of electrical equipment in the country, 
and presumably television sales composed only a small percentage of their total 
sales; the bulk of their business was presumably defense contracts. Also, these 
two companies, in all probability, did not qualify under the so-called television 
method in computing their excess-profits credit. 

The disparity between the tax paid by Packard-Bell and the tax paid by other 
members of the industry leads logically to the question of why. The answer 
is again found in the arbitrary distinctions of the Excess Profits Tax Act. 

Presumably the reason that the television companies, referred to above, paid 
very little, if any, excess profits tax during 1950, 1951, and 1952 was because 
the Congress had accomplished its purpose in granting relief to this new industry 
under the so-called television method of computing its excess-profits credit. 

*ackard-Bell Co., however, fails to realize the full relief granted to its competi- 
tors, because Packard-Bell, in the final analysis, was at least 1 year behind 
other companies in attaining its position in the industry. Since Packard-Bell 
Co. merchandises only in the West, and since television reception was unavail- 
able in our marketing area until nearly a year after its advent in the East, and 
since component parts were virtually unavailable on the west coast during that 
year, conservative management policy dictated this delayed entry into this 
new industry. 

These factors of delay are extremely significant in the evaluation of Packard- 
Bell’s excess-profits tax position in comparison to eastern and midwestern com- 
panies. Statistics show that television production reached its peak in 1950 
and hence those companies were able to compute a tax credit that virtually 
precluded their paying any excess-profits tax. Packard-Bell Co., on the other 
hand, did not attain its equivalent point of production until 1951, with the result 
that its tax credit did not preclude the payment of a substantial excess-profits 
tax. Its tax credit was based on income for the period July 1, 1949, to June 30, 
1950, and computed from tax returns for the years ended September 30, 1949, 
and September 30, 1950. To be on a comparable basis with its competitors it 
should be entitled to compute its credit based on income earned during the 
period July 1, 1950, to June 30, 1951. This income was almost exclusively 
derived from the company’s civilian operation, inasmuch as sales to the Armed 
Forees prior to September 30, 1951, amounted to only $6,528, or three one- 
hundredths of 1 percent of total sales for that fiscal year. Even if Packard-Bell 
is permitted to compute its credit on income earned a year later, it will still 
pay a substantial excess-profits tax in fiscal years 1951, 1952, and 1953. 

In essence, the provisions of the growth formula were extremely beneficial to 
the industry generally, but Packard-Bell as a result of its 1-year delay did not 
receive the full benefit intended by Congress. This again demonstrates fhe 
necessarily arbitrary results that stem from an excess-profits tax. Packard-Bell 


35078—53——-11 











154 EXCESS PROFITS TAX EXTENSION 


Co. believes that it was the unintended victim of just such an arbitrary result 
and, therefore, requests retroactive relief which it believes can be effectively 
granted by allowing it to use as the basis of computing its tax credit the income 
for the period beginning July 1, 1950, and ending June 30, 1951. 

While the company is more than willing to pay its fair and equal share of 
any tax burden enacted by the Congress of these United States, we are of the 
opinion that the provisions of the present Excess Profits Tax Act grossly dis- 
criminate against our company in comparison to other companies in the in- 
dustry and strongly urge that the present law be amended to provide retroactive 
relief to this company, a member of a new industry, which is endeavoring to do 
a job in our system of free enterprise, but which is being oppressed because of an 
inequity in the tax law. 

Respectfully submitted. 

PACKARD-BELL Co., 
WILLIAM H. Moore, 
Assistant to the President. 


Percentages of tax paid to taxable income, major TV manufacturing 
companies * 


| 


1949 1950 | 1951 | 1952 ‘ 
7 a e . —|—_——|___ 
Admiral 36. 45 50.37 | 47.33 53. 46 
Emerson (Oct. 31, fiscal year) 36. 08 | 45. 57 47.75 | 51. 36 
General Electric 38. 30 53.18 | 66.77 63, 50 
Motorola 38. 50 52.02] 60.38 | 50, 43 
Philco 20.55 | 54.06 44.72 55,17 
RCA 40.03 | 52. 32 | 49. 72 | 62. 01 
Zenith_. 45.79 51.18 54. 37 | 55. 70 
Average percentage : ad | 36. 53 51. 24 | “51.58 54, 52 
Packard-Bell (Sept. 30 fiscal year ae 36. 64 | 2. 56 | 62. 63 | 67,45 
| 


1 Schedule prepared by Peat, Marwick, Mitchell & Co. from figures published in Standard & Poor’s 
Manual and Moody’s Investors Service. 


The Cuatrman. About how much time do you think you will 
require ¢ 

Mr. Moore. I anticipate about 10 minutes, sir. 

The Cuarrman. Goright ahead. 

Mr. Moore. I am here representing a company that has had its tax- 
able net income increased over 19,000 percent in the past 8 years. 
During a same period, our Feder al taxes have increased over 53,000 
percent. Gentlemen, I address you as representatives of the company’s 
major on s+holder, the Federal Government. 

Packard-Bell Co. is presently engaged primarily in the manufac- 
ture of television sets. We were incor rporated i in 1945 as a successor 
to a business which originated in 1926. We have grown to be a 
medium-sized company, employing approximately 12 to 15 hundred 
employees. We have a net worth currently of approximately $3 
million. 

My reasons for requesting this audience are twofold : One, to request 
and urge that the excess-profits-tax law be permitted to expire on June 
30 of this year; and, second, to present our case for retroactive relief. 

For our first objective, let’s kill the excess-profits-tax law. Much 
has been said on the subject as to why this is a bad tax, economically. 
All I can be sure of is how it has affected us. During the past three 
excess-profits-tax years, the Government has taken an average of 66.6 
percent of our taxable net income in taxes. The shareholders have 
received approximately 20 percent in dividends, leaving the company 
approximately 13.4 percent retained for expansion purposes. 
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Thus, the Government has received more than 3 times the amount 
received by our shareholders and more than 5 times the amount that 
the company has been able to retain itself. Our inability to retain 
sufficient funds forced us last April to a stock issue, to obtain needed 
capital for expansion required to maintain our competitive position. 
If this tax is extended to December 31, it will cost our company an 
additional $360,000, and it will be computed on earnings in 9 months 
of 1954, because of our fiscal year ending on September 30. 

It is our opinion that Congress’ most faithful efforts to achieve equal- 
ity among taxpayers under the excess-profits tax cannot be accom- 
plished inasmuch as such legislation must necessarily draw arbitrary 
lines and result in unsound economic distinctions with the consequent 
results that taxpayers in virtually the same current economic circum- 
stances find themselves bearing very unequal tax burdens. 

Now, for our second objective: Retroactive relief. We feel that we 
are the unintended victim of an inequity in the law. Congress at the 
outset recognized the need to protect companies that were enjoying a 
growth period not connected with the defense effort by passing sec- 
tion 435 (e) (1) of the code, which protected those companies which 
were bringing out new products. This method of computing the tax 
credit was popularly referred to as the television method. Despite 
this well-meaning intent of Congress, and despite the fact that Pack- 
ard-Bell Co. qualifies under this formula, and despite the fact that our 
company has over 90 percent of its business from television, Packard- 
Bell has still paid an average of 66.6 percent, just a few points be- 
neath the maximum. 

Therefore, the policy of Congress was not carried out with respect 
to Packard-Bell Co. 

And analysis of statements of income of major television manufac- 
turing companies indicate that with only two exceptions, little or no 
excess-profits tax was paid by them. 

Incidentally, these figures that I am about to read were obtained 
from Standard and Poor’s Manual, and Moody’s Investors Service, 
which are public knowledge. 

During three excess-profits tax years, the following is the highest 
percent of tax to taxable net income paid by these major companies : 
Admiral Co. paid a high tax of 53.46; Emerson, 51.36; General Elec- 
tric, one of the exceptions, paid 66.77; Motorola, 52.02; Philco, 55.17; 
RCA, 52.32; and Zenith, 55.70, 

The other exception that I mentioned was Westinghouse. 

I believe you gentlemen are aware that both General Electric and 
Westinghouse are in many businesses, and that television is probably 
only a minor portion of their total business. In fact, I doubt if they 
even use the so-called television method to compute their excess-profits 
tax credit. 

Now, with those figures in mind, gentlemen, Packard-Bell’s equiva- 
lent percentage figures have been averaging 66.6 percent, with our 
highest year probably 69.8. Obviously, our competitive position in 
the industry is seriously jeopardized. 

This disparity obviously leads to the question of why. I believe 
the answer is found in the arbitrary distinctions of the law. Congress 
apparently accomplished its purpose in protecting growth companies, 
at least as far as most TV companies were concerned, because in al- 
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lowing them to use income for the last half of 1949 and the first half 
of 1950, they were able to use a portion of industry’s peak year, 1950. 
However, and here is the crux of the situation, Packard-Bell did not 
reach its peak until 1951, 1 year later. 

You probably want to know why. I think I can explain that. Our 
company merchandises only in the 11 Western States and Honolulu. 
You are probably aware that reception in the West was delayed al- 
most 1 year following its availability in the East. Also, component 
parts used in the manufacture of television sets were virtually un- 
available in the west-coast area as early as 1946 and 1947, when the 
east-coast manufacturers were starting. Therefore, we feel conserva- 
tive management dictated our delayed entry into the field. 

How can this inequity be corrected? There are several ways. To 
save time, I shall only mention one method now, but I would welcome 
the opportunity of conferring with your staff regarding the other pos- 
sibilities. Very briefly, that one method would involve a so-called 
1-year pushback rule. In other words, let us use the last one-half of 
1950 and the first one-half of 1951 in computing our excess-profits 
tax credit. This need only be effective for those companies who qual- 
ify under the so-called television method. 

This, we feel, would put us on an equal footing with other members 
of the television industry, who hit their stride earlier than we did. 
We would happily accept such a method, even if it were deemed ad- 
visable to rule out income from defense production during that pe- 
riod. Our company had not really gotten started in defense pro- 
duction in 1951. Whether this type of relief measure is feasible, I can- 
not say. I do feel, however, that Congress will want to take some step 
to insure that their original] intention is carried out effectively, namely, 
to materially reduce the effect of the excess-profits tax on those com- 
panies that have grown because of the introduction of new products. 

This is not really a request for new or additional relief. It is only 
a request that relief be assured where it was originally intended. 
While our company is more than willing to pay its fair and equal 
tax burden enacted by the Congress, we are of the opinion that the 
present provisions of the Excess-Profits Tax Act ey discriminate 
against our company in comparison to others in the industry, and we 
strongly urge that the present law, whether it be continued or not, be 
amended to ) provide the originally intended relief to companies such 
as ours, members of new industries which are endeavoring to do a 
job in our system of free enterprise but which are being oppressed be- 
cause of an unintended inequity in the tax law. 

Thank you, gentlemen. 

The Crarrman. We thank you very much for your appearance. 
Are there any questions? 

Mr. Curtis of Nebraska. In your opinion, was there any provision 
in the excess profits tax laws that exist now that the Bureau of Internal 
Revenue could have granted you relief had they agreed with your 
contentions ? 

Mr. Moore. No, sir. I do not know of any that would have helped 
us, or I am sure we would have taken advantage of them. We have 
employed what we consider excellent counsel, and they tell us the 
best we can do is what we have done. 
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Mr. Curtis of Nebraska. In other words, you did not claim a pro- 
vision that you felt that you had established and were turned down on ¢ 

Mr. Moorg. No, sir; 1 do not believe so. 

Mr. Curtis of Nebraska. In other words, your complaint is against 
the law as Congress wrote it and not against administration ? 

Mr. Moorr. Yes, sir. 

Mr. Curtis of Nebraska. That is all, Mr. Chairman. 

The CuarrmMan. Mr. Simpson will inquire. 

Mr. Simpson. If I understood correctly, without the television 
provisions in the law, the entire industry would be adversely affected, 
as your company is, because you cannot fit within that television 
amendment, and you cannot fit within it because of the time element ? 

Mr. Moorr. No, sir. Actually we did fit within that amendment, 
we did take advantage of it, but it did net produce the results which 
we think Congress intended. 

Mr. Simpson. That is what I mean. It was not broad enough in 
that it did not allow the earnings that you had in 1950 and 1951. 

Mr. Moore. That is correct, sir. 

The Cuatrman. Mr. Utt will inquire. 

Mr. Urr. Mr. Moore, I am happy to see someone else testify here 
having come from California, nearly 3,000 miles away. In that area 
there are hundreds of small companies in the same position as Packard 
Bell, which have started since 1946 or 1948, who have no base period 
of earnings upon which to base their excess profits tax ? 

Mr. Moors. Yes, sir; absolutely. Our area is probably the latest 
starter, but the fastest comer in industry. 

Mr. Urr. Would you say that one of your main troubles is that 
you were not able to get going in the television field until approvi- 
mately a year later because we did not have the broadcasting systems 
in California as quickly as they had them in the Eastern States? 

Mr. Moore. They certainly were not nearly as prevalent. There 
were 1 or 2, of course. In fact, I think one of the very first stations 
on the air was in California, as a means of testing. But generally 
speaking they were not widespread and sets were not useful out there 
as quic ily as they were in the East. 

Mr. Urr. So that your growth was more attributable to the economic 
condition | in California rather than to any fault of the Packard-Bell 
Co. itself to take advantage of the normal growth. 

Mr. Moore. I feel that is correct, sir. 

Mr. Urr. And you are on a fiscal year rather than on a calendar 
year ¢ 

Mr. Moore. Yes, sir. Our fiscal year ends September 30. 

Mr. Urr. So if this excess profits tax law is reenacted, you will be 
paying clear up through 1954, and with a final payment in March of 
1955, at which time you will make your final payment for the income 
of 1954, 

Mr. Moorr. Unfortunately, I have to agree with you, sir. 

Mr. Urr. And it is your definite and considered opinion that the 
excess-profits-tax law should expire at the present time ? 

Mr. Moore. It has already gone too long, sir, in our opinion. 

Mr. Urr. Thank you. 

The Cuarrman. Are there any other questions? 
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We thank you, sir, for your very able presentation of your views 
with reference to the excess-profits tax. 

Mr. Moore. Thank you, gentlemen. 

The Cnarrman. I am going to call on Mr. B. F. W. Heyer, presi- 
dent of the Heyer Products Co., Inc., of Belleville, N. J. 

Will you give your name and your associate’s name, and the capacity 
in which you appear? We will be very glad to hear you. 


STATEMENT OF B. F. W. HEYER, PRESIDENT, HEYER PRODUCTS 
CO., INC.; PRESIDENT, HEYER INDUSTRIES, INC.; AND PRESI- 
DENT OF HYPROD, INC., BELLEVILLE, N. J. 


Mr. Heyer. My name is Benjamin Heyer. Iam president of Heyer 
Industries of Belleville, N. J. This is Mr. Carl Shipley, my attorney. 
I appreciate the epeety to appear before this committee, and 
will take less than 15 minutes of your time. 

The CHarmman. Th at will be just about right, because we have the 
Secretary of the Treasury scheduled to appear at 11 o’clock. Thank 
you. 

Mr. Heyer. For 30 years I have been a small-business man, design- 
ing, manufacturing, and selling special garage and airport equipment 
for servicing cars ‘and air planes. My ¢ ‘apital has been entirely built 
up through retained earnings, except that during period of excess- 
profits taxes this buildup has been seriously curt tailed. 

My plant has about 75,000 square feet at present, and employs 
approximately 300. 

Because of the use of 12-volt batteries in place of 6-volt batteries 
in several makes of cars, this year my plant is going through consid- 
erable expansion in output. This is because of the necessity for most 
garages and service stations to replace their present 6-volt equipment 
with 6-12-volt battery-charging and battery-testing equipment. 

This expansion is necessary if I am to take care of the requirements 
of my customers, and otherwise I would lose them. However, it will 
immediately put me into the excess-profits brackets and has raised 
serious financing problems already. 

The excess-profits tax is based on the theory that extra profits must 
come directly or indirectly from the impact of the defense program 
and, therefore, should be drained off. Well, here is a good example 
where defense spending has nothing whatsoever to do with my in- 
creased business. As far as my defense contracts are concerned, which 
are less than 20 percent of normal volume, they are mostly from “ad- 
vertised” bids, which means that unless you receive special favors 
from the procuring agencies you take them at rockbottom prices, 
generally at about half of your normal markup. Then after that 
comes “renegotiation” of your contract, which certainly drains off any 
excess profits made on the contract. 

I do not believe it is possible to determine what are and what are 
not excess profits when such a small percentage of.our total national 
business is abnormal defense business. 

I see no use in dwelling on the inequities of the excess-profits tax 
since we all are aware of these inequities, and I am sure they will be 
hashed over and over again as this hearing progresses. Congress has 
always taken up the cudgel to protect the rights of the individual 
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and smaller organizations against the encroachment of “bigness,” 
and I have no doubt that everything will be done in this case to right 
the great wrong the excess-profits tax does to small companies. 

The problem, as I see it, cannot be solved by letting the excess-profits 
tax die as provided by law unless the revenue it produces is replaced, 
which, as our President has pointed out, is needed to protect us against 
aggressors. Therefore, with that in mind, I would like to propose a 
simple amendment to the excess-profits tax that will immediately 
correct its inherent inequities and at the same time produce more 
revenue than the excess-profits tax now produces, not only this year 
but in years to come. I am sure everyone will agree that this would 
be a welcome solution, but the question is, How can it be done? Here 
is how I believe it can be done. 

As the excess-profits tax now stands on the books, it is tax which 
imposes a heavy penalty against progressive, growing concerns, par- 
ticularly smaller ones. It puts a ceiling on the initiative, ingenuity, 
and ambition which has made America the strongest and richest Na- 
tion in the world today. While ceilings on wages and prices have been 
removed, this ceiling on earnings remains to stifle the growth of the 
smaller companies who cannot raise capital but who must generate 
capital from profitable operations. 

It might surprise you gentlemen to know that a smaller company 
can easily be so successful that the excess-profits tax will put it out 
of business or it will be forced to sell to a large company to get 
financing. For that reason most of us now make every effort to keep 
within the normal tax brackets which must cost the Government a 
huge sum in both normal and excess-profits taxes. 

To understand this statement, we must first realize that the reason 
a company gets into excess-profits brackets is usually because of 
increased sales from new products, opening new markets, better sell- 
ing, more efficient operations, et cetera. For every dollar of sales, 
from 20 cents to 40 cents of capital is required to finance buildings, 
machinery, inventories, and accounts receivable. Basic business such 
as steel need the greater amount; in my type of light manufacturing 
I need about 20 cents per dollar of sales. 

Now, when sales expand and a company begins to get into excess- 
profits brackets, additional financing must be provided, and when 
received will mean new buildings, machinery, and more jobs, all of 
which means more normal taxes to be paid this year and in future 
years. 

Large companies have no trouble with financing through public 
offerings or long-term loans, and I have not noticed any lack of 
growth or profits reported by our large corporations since the excess- 
profits tax was enacted. 

But small companies, generally considered as under 500 employees, 
find it impossible to raise money by either public offerings or long- 
term loans, and statistics indicate a much less growth in business and 
profits for the smaller companies since the excess-profits tax was 
established. 

From actual experience we come to the conclusion that in most cases 
smaller companies can only expand if they can generate their own 
expansion capital requirements by retaining earnings. Let’s see how 
this works. 
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As I have said, in my type of business $1 increased sales requires 20 
cents more capital. One-dollar sales will average 10 cents profit be- 
fore normal taxes; 5 cents after. Therefore, in 4 years, at 5 cents a 
year, the necessary 20 cents of capital will be earned. Meanwhile, 
although not easy, a responsible company can usually get a short-term 
borrowing line to supply the needed capital until it is earned. 

But with the excess-profits tax in effect, as it is now on the books, 
as soon as increased business puts the company in excess-profits brack- 
ets, the tax becomes 8.2 cents out of each 10 cents of profit. This 
leaves the company only 1.8 cents profit per dollar of increased sales, 
and at this rate it will require 11 vears to earn the 20 cents of addi- 
tional capital needed to finance the expansion. 

Naturally, no bank is interested in such risky long-term financing, 
so the small progressive company curtails its expansion or sells out to 
a large, well-financed company rather than risk overexpansion with- 
out necessary financing. Thus Congress, the protector of the small 
and weak, has, without meaning to do so, actually made the weak 
weaker and the strong stronger through the enactment of the present 
excess-profits-tax law. 

Now, here is my proposal to correct the inequities in the present 
excess-profits tax law. 

Leave the excess-profits tax on the books as it now is, with the ex- 
ception that it will be amended so that the tax will be applied only 
as a penalty tax for companies who do not require these extra earnings 
for expansion and who do not actually use them for this purpose. 
This means this penalty tax of 30 percent will also apply against these 
excess earnings if they are distributed as dividends, for in that case 
the money is evidently not needed for business expansion. 

This answers the only problem the excess-profits tax poses for small 
business : that of retaining sufficient earnings to finance growth. 

If, on the other hand, the business does not want to retain these, 
excess-profits tax will drain off this excess and, since normal earnings 
have provided normal dividend requirements, no one is hurt. 

The question may arise as to how the Internal Revenue Bureau 
could determine if a company needs to retain these excess profits for 
expansion purposes. Well, they do it now under section 102 of the 
Revenue Act, and the only difference would be that, instead of section 
102 being used as a club to force dividend distribution, the excess- 
profits tax would take 30 percent directly into the tax coffers whenever 
excess earnings are retained in a business and not used for expansion. 

Now, in closing, I would like to show how this amende d excess- 
profits-tax law would actually produce more revenue than it will in its 
present form. 

As I have already said, most small business must. now curtail all 
expansion that will put them in the excess-profits brackets, because 
they simply cannot finance the expansion when they can retain only 
18 percent of their net earnings. 

Once, however, when the law is either abolished entirely or amended 
as I have suggested, small business would receive’a real “shot in the 
arm” and would no longer hesitate to enlarge or modernize plants 
and bend every effort to increasing sales and, therefore, employment 
and purchases of capital goods- -one of the mainstays of our 
prosperity. 
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So business not now being done would then be done, and on this 
new business would be collected the normal taxes amounting to above 
5 cents on every dollar of sales. Tax experts may argue that this 
would be reduction from the 8.2 cents that would be collected under the 
present excess-profits tax. However, it is important to remember 
that this extra business probably would not be done in most cases 
under the present law; so no tax would be collected at all, not even 
the normal tax of 52 percent. At 82 percent the law of diminishing 
tax returns is an important factor and not to be overlooked. 

But let’s not forget the second year for, after all, taxes go on and on 
and the health of the economy can have an enormous effect on the 
amount of taxes collected. By stimulating smaller companies, making 
30 percent of the total manufactured product, into renewed activity, 
these increased sales will keep paying taxes into the Treasury year 
in and year out. This is because these excess profits were needed 
desperately for capital, will be forced by the amended law to go to 
work for future prosperity and thus create future taxes. What could 
be a healthier type of tax law than one which builds up the earning 
power of our economic machine, instead of the present one which tears 
it down. 

So in a few years’ time increased tax returns at the normal rate 
would greatly exceed the present hoped-for normal tax plus the excess- 
profits tax based on sales that don’t materialize. 

Also, we must not forget that this money left in business for expan- 
sion would largely be used for new buildings, machinery, and inven- 
tory, all of which immediately creates new business for others and, 
therefore, provides still more taxes. 

Thus, by my plan we would retain the excess-profits tax in a modi- 
fied form, with its present inequities corrected. The amended law 
would provide more revenue than at present. Instead of stifling 
growth, as it now does, this amended excess-profits tax would foster 
growth. And, gentlemen, only a steadily expanding and profitable 
economy can hope to feed the millions of new Americans born each 
year plus providing protection for the future of the free world. 

Thank you. 

The CuatrmMan. That concludes your statement ? 

Mr. Heyer. Yes, sir. 

The Cuarrman. Are there any questions? 

The Chair hears none. We thank you very much for your appear- 
ance and the information you have given the committee. 

We will suspend for 5 minutes until the Secretary of the Treasury 
arrives, 

( Brief recess. ) 

The Cuarrman. The committee will resume. 

Mr. Secretary, we are very glad to have you back with us. 

[ believe Mr. Eberharter wished to inquire. 


STATEMENT OF HON. GEORGE M. HUMPHREY, THE SECRETARY OF 
THE TREASURY, WASHINGTON, D. C.—Resumed 


Secretary Humpnrey. I wonder, Mr. Chairman, if I might say a 
word first. There are one or two things that I would like to mention 
before we get started. My attention was called this morning, when I 
got downtown just a few minutes ago, to an article in the W all Street 


Journal. 
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The Cuarrman. I have it before me, Mr. Secretary. 

Secretary Humrnrey. I just wanted to speak about that. 

The article indicates that the Treasury has been drumming up trade 
or drumming up witnesses, or one thing or another, to come in here 
before this committee and testify. I would just like to tell you exactly 
what the facts are. 

When we first came down here, early in January, we started out 
inviting all of the different organizations that have to do with taxes, 
the chambers of commerce, the NAM, the CED, the labor organiza- 
tions, the farm organizations, and others, to come in and talk with 
us concerning the tax situation, and what their ideas were with respect 
to it. The committees and individuals from all of those groups came 
in, not once but a number of times. We had visits with them in the 
Treasury. That was before the President proposed his program, or 
before we had any idea what that program would be. We wanted 
that knowledge and that assistance in trying to arrive at what would 
be the right program to propose. 

After the President did announce his program, we then got in 
touch—Mr. Folsom with 2 or 3 people—and I myself with 2 or 3 
people. Asa matter of fact, I went to speak to a meeting of the CED, 
and a meeting of the American Bar Association a couple of days after 
that, with their tax committees. At the CED meeting, two of my 
friends, John Biggers, of Toledo, and Tom McCabe, of Philadelphia, 
who are very close friends of mine, and whom I have known and 
worked with for many years, spoke to me about it, and said, “We think 
your program is right, and we will be glad to try to explain our posi- 
tions, any information we can give, to the committee. When the time 
comes, we will be very glad to do it.’ 

I also talked, myself, on the telephone, to Charley Hook. I was 
talking to him, as a matter of fact, on an entirely different subject, 
I had to talk to him on a different subject. 

Jack Biggers was in his office at the time. I was talking to him. 
The subject came up, and I discussed it with Charley Hook in a tele- 
phone conversation. He asked me about it and I talked to him freely, 
giving him such information as I had concerning it. I talked to a 
former partner of mine, Carl Osborne, in C leveland. Mr. Folsom 
talked to a former associate of his in the Eastman Kodak Co., on 
the subject, they were discussing other matters, and he talked freely 
with him concerning it. Mr. Folsom went over and after the Presi- 
dent had made his pronouncement, Mr. Folsom talked to Mr. Madden 
and Mr. Boothe, of the chamber of commerce, to ask them whether or 
not the President’s suggestion would affect their decisions as to what 
they wanted to do in any way. And he also talked to Mr. Maytag, 
and Mr. Maytag, by the way, talked to me. He was at the meeting 
of the CED. He talked to me at the meeting of the CED. Rather 
than to go into what these people said to me back and forth, I think 

rather such of them as are here you would rather hear from directly. 

The Cramman. May I ask you a question ? 

Secretary Humpnrey. You may, indeed. 

The CuAmman. Did Mr. Folsom call up any officers of the NAM 
and suggest that they not appear, as is indicated in here? 

Secretary Humpnrey. Suggest that they not appear? No; he did 
not suggest that they not appear. He asked them about the Presi- 
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dent’s program, what effect, if any, it would have. I think perhaps 
the detail of what Mr. Folsom said you would have to get exactly from 
him. I am just reporting that he spoke to him. 

The Cuarrman. I was hoping he would be here, Mr. Secretary. 

Secretary Humreurey. He is at a meeting of the ODM this morning 
but he will be available for you at any time you want him. The reason 
he is not here now is because he had to go to an ODM meeting which 
was called at the same time. I have said, and have said a number 
of times in talking to people, if they did not agree with the President’s 
program, the feeling that I thought they should, I have argued the 
merits of it, just as I have argued the merits to you gentleme n here. 
I have said to the people on the outside what I have said to you gen- 
tlemen here. I feel perfectly free to do so. I have said to someone 
who did not agree with me, not often but once or twice, I have said 
to someone who did not agree with me, I said, “Well, I hope you will 
at least keep an open mind, I hope you will be at least neutral. I 
think you are wrong, I think the program we are proposing is the 
right one, and if you cannot agree with us, I hope you will at least 
keep your mind open on the subject until the case is all in and you 
have heard everything that has been said.” 

The Cuarman. Mr. Secret: ry, some years ago we had a very seri- 
ous situation develop. We had a member of one of the departments 
come up here and testify, and he had brought an employee of the 
Government in here who posed just as a businessman speaking on his 
own. Of course he violated the lobbying law. Of course all we want 
to do here is see that there is no lobbying being done one way or the 
other on this proposition. 

Secretary Houmrenrey. That is right. 

The Cuarrman. We must observe the law, of course. I have a copy 
here. I will make it a part of the record at this point. 

(The document referred to by the chairman follows :) 


UNITED STATES CODE ANNOTATED, TITLE 18 


SECTION 1913. LOBBYING WITH APPROPRIATED MONEYS 

No part of the money appropriated by any enactment of Congress shall, in the 
absence of express authorization by Congress, be used directly ar indirectly to 
pay for any personal service, advertisement, telegram, telephone, letter, printed 
or written matter, or other device, intended or designed to influence in any man- 
ner a Member of Congress, to favor or oppose, by vote or otherwise, any legislation 
or appropriation by Congress, whether before or after the introduction of any bill 
or resolution proposing such ‘legislation or appropriation; but this shall not pre- 

vent officers or employees of the United States or of its departments or agen- 

cies from communicating to Members of Congress, through the proper official 
channels, requests for legislation or appropriations which they deem necessary 
for the efficient conduct of the public business. 

Whoever, being an officer or employee of the United States or of any depart- 
ment or agency thereof, violates or attempts to violate this section, shall be fined 
not more than $500 or imprisoned not more than one year, or both; and after 
notice and hearing by the superior officer vested with the power of removing him, 


or 


shall be removed from office or employment (June 25, 1948, ch. 645, 62 Stat. 792). 

Secretary Humrurey. I conceive it to be our duty, Mr. Chairman, 
having thought this thing over, and it being our obligation to make a 
suggestion to you gentlemen, I conceive it to be our duty to make our 
suggestion to you, to give you all of the reasons that we have that we 
feel are in support of ‘that suggestion, to advise you of any difficulties 
we see outside of that suggestion, and to, after we have given you all 
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of the information that it is possible for us to obtain, to then put the 
matter in your hands for a decision. 

When you decide it, that is it, and we will abide by your decision. 

The Cuarrman. Mr. Eberharter will inquire. 

Mr. Eseruarrer. Mr. Secretary, I was interested yesterday in your 
invitation a a few members of the committee to stop down at the 
Treasury Department and talk over with you and your staff some of 
these cases to which they called your attention, where the business 
firms were complaining Shout this tax as it affected their particular 
business. 

I assume that that invitation applies to all the members of the com- 
mittee, including myself? 

Secretary Humpnrey. That is correct, Mr. Eberharter. We of 
course in the Treasury Department cannot and do not pass upon the 
merits of a particular case. But, the way to find out how things work 
is to look at it in practice, not in theory. 

I believe in looking and going right to the root of the problem and 
getting the facts of how a thing works in a particular case, so that 
in order to determine the effect of the laws we suggest or the effect of 
any program we suggest, we are very interested in just what happens 
here or there, or the other place. The actual handling of a case, the 
actual settlement of that man’s case, of course, will go to the Internal 
Revenue Department. But we are very interested in the effect that 
these settlements, that the handling of cases has, or that the effect of 
any action that is taken has in a practical way. After all, what we 
want is a practical result that’is going to get the best practical answer 
for this country. 

Mr. Exsernarrer. Mr. Secretary, then your invitation would not 
apply, for instance, if a member had a concern in his particular con- 
gressional district which felt that the tax was too heavy a burden on 
him. You would not suggest that the Member of Congress talk to 
the director in his district about the effect of that tax ? 

Secretary Humpurey. We would be very glad to see him, too. 

Mr. Esernarter. I did not get that. 

Secretary Humpurey. We would be glad to see him ourselves. 

Mr. Esernarrer. I am asking about the directors in the various 
revenue districts. What is your attitude on that, if a Member of Con- 
gress would see the director in his particular congressional district, 
regarding the effect of these taxes? 

Secretary Humpurey. Do you mean should you talk to a director? 

Mr. Enernarter. Yes. 

Secretary Humpurey. I see no reason in the world why you should 
not talk to a director. He is a public servant. You ought to be able 
to talk to him and you ought to be able to get any advice that he can 
give you. 

Mr. Esernarter. Then your answer this morning would leave the 
impression, at least to me, that if members did accept your invitation 
and came down and talked to you about individual cases, it could 
be with no hope of any adjustment whatsoever ? 

Secretary Humpurey. If you came to us, do you mean ? 

Mr. Esernarrer. That is correct. 

Secretary Humpnrey. In the Treasury ? 

Mr. Esrernarter. Yes, sir. 
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Secretary Humpureyr. No, I do not think that. I think that we, 
as I say, cannot take up the merits of a particular case, except as it 
affects the policy of the law. That is what we want to do. 

Mr. Esernarrer. Just a minute, Mr. avery I say in answer 
to my question you would not say that, but at the same time you say 
you could not look into a particular case. 

Secretary Humenrey. What I want to know is this: I want to know 
the effect that particular cases have in det termining, in trying to de 
termine, what we recommend to you as to what the law should | 

Mr. Epernarrer. That is what I want clear for the record. hin 
did not give that invitation with the expectation that the members 
could hope by talking about a particular case they could get any relied 
x adjustment whatsoever / 

Secretary Humpurey. It is not that I can personally settle a tax 
case. No, sir. I versonally cannot settle a tax ¢: ase I am very 1 
terested to know about hardship and difficulties wi th respect to tax 

r any criticisms of the tax administration whatsoever or ways of saai 
smal it, because I would like to try to make it, to recommend to y« 
gentlemen methods of improvement or better handling of the situa- 
tion in any way it could be done. If there is any criticism or difficul 
ties in the detail of handling it with the organization, I also would 
like to know that, because I would like to see, I can use any effort to 
have the Internal Revenue Department do the best, fairest, and fastest 
job that can be done. 

Mr. Esernarrer. In other words, it is perfectly all right. so far as 
the Treasury Department is concerned, and as far as the directors and 
the Revenue Bureau are concerned, to have a Member of Congress come 
to them and set forth the facts of a particular case, particularly if the 
Member has reason to believe that the taxpayer is being discriminated 
against; is that your view ? 

Secretary Humpurey. Now you are getting into something I do 
not know about. I do not know what the rights or obligations of 
Congressmen are with respect tos appearing as advocates in spec ial 
cases. You will have to settle that one for yourself. 

Mr. Esernmartrer. Mr. Secretary, the Members yesterday called 
attention to cases in their district showing hardship and what they 
believe to be perhaps even wrong decisions on the part of directors 
in their district and you gave them a personal invitation to come 
down to your office and talk to them about the cases. 

Secretary Humpnrey. That is right. 

Mr. Esernarter. You say that would be all right, that is perfectly 
legitimate. 

Secretary Humrpnrey. Come to see me; yes, sir. I will be delighted 
to see them. 

Mr. Exsernarter. They may have no hope whatever of adjustment 
or recommendation from you regarding an adjustment? 

Secretary Humpnrey. I will not settle their case. 

Mr. Esernarter. To whom will it be referred / 

Secretary Humpurey. It will be referred to the proper authorities 
in the Internal Revenue Bureau, wherever it belongs, the Tax Court, 
Counsel’s Office, the Review Board, wherever it belongs. It will get 
in the proper channel. I will be delighted to see it gets in the right 
channel to be properly handled. 
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Mr. Esernarter. What I am interested in is if a Member did take 
up with the Bureau of Internal Revnue, which is under your juris- 
diction, some case on which he felt there had been an improper deci- 
sion by the Bureau, whether or not that Member should be criticized 
for so doing. 

Secretary Humrurey. I will not criticize him for coming to me. 
I will welcome his coming to me. How far a Member of Congress 
can go in representing clients before bureaus, as I say, is a problem 
of the Congressman, not of mine. 

Mr. Evernarter. Mr. Secretary, I did not say Congressmen repre- 
senting clients. I said a Member of Congress wherein he thinks 
representation should be made to the Bureau of Internal Revenue, 
whether in your opinion it is all right for a Member of Congress to 
go to the Diretcor as has been done many times in the past. 

Secretary Humrurey. I do not think you want me to pass on the 
morals of Congressmen or on Congressmen’s activities. That is a 
little out of my sphere. 

Mr. Exvernarter. It is not the morals, Mr. Secretary. I am asking 
you what your policy will be with respect to a Member of Congress 
having an interview with the Director regarding cases in his district. 
Is that not a matter of policy ? 

Secretary Humrnrey. I donot think so. I think that I have noth- 
ing to do with what the Congressman does. I will say this, you are 
welcome at my office, you are welcome at the Treasury, you are wel- 
come at the Internal Revenue De ‘partment, any place where you be- 
long, and we will welcome anybody that is supposed to be there. 

Mr. Esernarrer. Welcome at the Director’s office ? 

Secretary Humpirey. Wherever you are supposed to be we will 
welcome you; yes, sir. 

Mr. Ezernarrer. In other words, Mr. Secretary, you will not say 
what your policy is with respect to my question ¢ 

Secretary Humenrey. I will not pass on the conduct of Congress- 
men, no, sir. 

Mr. Esernarrer. That is not the question I asked you. 

Senator Humpnrey. That is what you are asking me. You are 
asking me if I think it is proper for a Congressman to call on the 
Director. Ido not know. It is none of my business. 

Mr. Esernarrer. You have no policy ? 

Secretary Humpnrey. No, sir. 

Mr. Esernarrer. Do you think you might form a policy in that 
regard ? 

Secretary Humrurey. No, sir, I see no reason for doing it. I think 
it is up to Congress to regulate itself. 

Mr. Eseruarrer. Now, Mr. Secretary, your main reason for sug- 
gesting the extension of this tax is because of the necessity of balanc- 
ing the budget ? 

Secretary Humpnrey. That is one of the reasons. There are two 
reasons. One is money, one is fairness and justice. 

Mr. Esernarrer. Now, Mr. Secretary, did you not say in your testi- 
mony, not once but several times, that this is inequitable, unfair, and 
casts an undue burden on some segments of the taxpaying public? 

Secretary Humpnurey. I did. I believe so. 
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Mr. Eseruartrer. You would recommend to this committee that it 
distribute the burden of taxation unevenly and unfairly in order to 
balance the budget ? 

Secretary Humrurey. No;I did not. This law was in effect before 
we came here, we found it in effect. We found in effect other laws. 
There are a number of these laws that have discriminations in them, 
there are a number of discriminations and unfair things in these tax 
laws. What I say is that I think it is unfair and not right to relieve 
one small group when you are doing nothing for the rest. I think 
the thing to do, if you have inequities 1s to carry the inequities through 
at the full rate whatever they may be to a period where you can 
relieve them all at the same time and treat everybody fairly and not 
pick out one little group, and it is a little group relatively, and give 
them a special deal. 

Mr. Exsernarrer. Mr. Secretary, is there much difference between 
imposing a new tax, which is unfair and casts an undue burden on a 
certain segment of industry and the continuation of one that has 
definitely been found to be unfair? What is the difference between 
advocating continuing an unfair burden on industry and business and 
imposing a new one? In this case we have the result of ex (perience. 

Secretary Humpurey. You have a lot of experience on a lot of other 
things, too, that Mr. Curtis brought up the other day. There are other 
cases that are just as hard or even harder, as a matter of fact. In Mr. 
Curtis’ case the people say they are actually being put out of busi- 
ness. I do not know of anybody that is being put out of business. 
They are being deferred from expanding their business. They are not 
keeping as much money as they would like to keep. I think that is true 
of everybody. I think every taxpayer in America can come in and 
tell you that he would like to keep more of the money he is making 
than he is keeping and not pay it in taxes and if you would let him 
keep more of the money that he is making and not pay it in taxes, that 
he would be able to expand more than he is today. There is not a 
taxpayer alive that cannot make that same statement to you with good 
strong reasons behind it. 

Mr. Esernarter. As has been announced by the chairman not once 
but. many times, this hearing this morning and to continue for awhile 
is for the sole purpose of determining whether we shall extend the 
excess profits tax measure, and we are not taking up any other tax 
except in your statement, and you call to my mind the fact that you 
recommend matters in connection with the corporate income tax, in 
connection with the excise taxes, in connection with social security, 
none of which are supposed to be discussed at this meeting. 

Now, going in that subject, you recommend a continuation of the 
corporate income tax next year, do you not ? 

Secretary Humpnrey. No, sir. I recommend the reduction in cor- 
porate income tax on January 1. 

Mr. Enernarrer. A continuation of it? 

Secretary Humpnrey. I recommend the rescision of the corporate 
tax reduction. I misunderstood you. 

Mr. Eseruarrer. Of course, that is not a proper subject for this 
hearings, as I took it from what the chairman said. But do you not 
think we ought to take up these unfair propositions and get rid of 
them as we go along, as they are brought to the committee’s attention ? 
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Secretary Humpurey. I do not, and I do not for this reason, Mr. 
Eberharter. I think that the people of America want a balanced 
budget. I think they want to stop inflation. I think they want a 
sound dollar. 1 think they want to get back into sound circumstances. 
We started out with $11 billion deficit. We have cut the $11 billion 
deficit down to $6.6 billion; we are faced with a $6.6 billion deficit 
and I do not think that is any time until we have made more progress 
than that, I do not think that is any time to be giving any relief to 
any taxpayers. I think we should make more progress in reducing 
our deficit, in cutting out our spending, reducing our spending before 
we start making tax reductions to anyone and I think the only fair 
way to do is when you start gi\ ing relief to one, that you try to give 
relief across the board. That is what we are recommending and that 
is What I believe should be done. 

Mr. Esernarrer. Mr. Secretary, then you say that the people want 
a balanced budget even at the expense of unfair taxation { 

Secretary Humrurey. I think that is right. I think that the great 
majority of American opinion is that a balanced budget, that reduc- 
tion of expenditures comes first ahead of tax reduction in any place. 
i think if you will look at the polls, if you look at the editorials, if you 
look at the mails, if you look at the letters, you will find them running 
10 to 15 to 1 for balanced budget, for reduction of expenditures before 
reduction of taxes. 

Mr. Evernarrer. I would like to comment on that, Mr. Secretary. 
This committee does not make up its mind from newspaper editorials. 
In my opinion it does not. That was just a comment. Let me ask 
you this, you say that if we do not extend this tax now and bend our 
principles of fair taxation for the sake of expediency in balancing the 
budget, that it will cause inflationary pressures, that is your statement, 
is it not ? 

Secretary Humpnrey. I think any tax reduction until we have made 
nore progress in reduction of expenditures is a wrong thing and will 
result in increasing inflationary pressures. 

Mr. Esernarrer. Yet you recommend the termination of the excess- 
profits tax and the individual income-tax increase at the same time 
at the end of this year. 

Secretary Humpnurey. The individual tax decrease, you mean. 

Mr. Esrrnarrer. Now, do you think dumping both of these on the 
taxpaying public will increase the inflationary pressure, more so than 
just taking them one at a time? 

Secretary Humpnrey. I think you misspoke yourself; you meant 
the individual tax decrease next January, did you not? You said in- 
crease, you meant decrease, I am sure. 

Mr. Eneruarrer. Yes; do away with the increase tax we put on in 
1951. We put on an increase averaging about 10 percent. So the 
effect of that would be inflationary and the effect on June 30 would 
be inflationary, but if we put both these decreases in at once, will the 
effect on inflationary pressures be greater ? 

Secretary Humpnurey. No; I do not think either-one of them will be 
inflationary or both together will be inflationary at the right time 
because at the time we are going to do it I believe we will have made 
suflicient reduction in our expenditures so that we will be releasing 
money we would be spending to let the people have it themselves. 
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What I said was that these were inflationary when we had a great big 
deficit. They are not inflationary when we are approaching and get- 
ting a balanced budget and can see it in sight and can release to the 
people some of the money we have been taking away from them 
which the Government has been spending and give it back to the 
people and let them spend it themselves. It is a matter of timing 
whether it is inflationary or whether it is proper 

Mr. Exveruarter. In relation to o statement there that we are 
getting toward the balancing of the budget, you say that the revised 
hudge t estimate of expenditures is $74.1 billion, reflecting a downward 
revision of $4.5 billion from the January budget estimate. 

Secretary Humpnrey. That is right. 

Mr. Esernarter. On the other hand the Joint Committee on Inter- 
nal Revenue Taxation and its staff estimate the 1954 fiscal expenditures 

at about the current levels of $73.5 billion. In other words, they say 
before you made your estimate that the expenditures would be $73. 5 
billion and you say that it is $74.1 billion. Now, that is actually $600 
million more than the estimate of the joint committee. 

Secretary Humrurey. I was not talking about the estimate of the 
joint committee. I was talking about the Truman budget; $78.5 
billion is the Truman budget. That is what we have started with. 
We have proposed to the Congress, to the Appropriations Committees, 
cuts in the Truman budget for expenditures for this year of $4.5 bil- 
lion. That brings us down to an estimated expenditure of 74.1 
74.2, lor 2 

Mr. Everuarrer. Mr. Secretary, the staff of the Joint Committee 
on Internal Revenue Taxation estimated on the basis of current expen- 
ditures that the expenditures would be $73.5 billion. Now you come 
along and increase their estimate by $600 million. Now, their esti- 
mate was made on the expenditures under the Truman budget and you 
come along and say the expenditures will be $600 million more. 

Secretary Humpnrey. I do not know anything more about the joint 
committee’s estimate. The Truman budget brought out its own fig- 
ures and the Truman budget figures are $78.5 billion. That is what 
the Truman budget estimates. 

Mr. Exsernarrer. Mr. Secretary, I cannot expect you to keep those 
figures in your mind. I would like you to check into that and see 
whether your estimates of expenditures are not $600 million more than 
the estimated expenditures—— 

Secretary Humreurey. I do not know what estimate this is you are 
talking about. What is this estimate of 73? 

Mr. Esernarrer. The estimate was made by the Joint Committee 
on Internal Revenue Taxation. They estimated the expenditures at 
current levels of $73.5 billion. 

Secretary Humpurey. You mean this joint staff report of May 6? 
What they did was to guess what the administration was going to 
recommend and they ruessed a little bit too low. 

Mr. EperHarrer. = 

Secretary Humpurey. Yes, that is what it is. 

Mr. Epernarter. | suggest, Mr. Secretary, that you have your staff 
look that up. 

Secretary Humpnrey. I have it right here. This is it right here. 
This was made May 6. That is before we had our figures and this is 
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before the President made his recommendation. It is before we went 
to the Appropriations Committees with our figures of what we ex- 
pected to reduce. They tried to outguess us and they outguessed us a 
little low. 

I am not critical of this, Mr. Chairman, in any way. I am not 
critical of this in any way. I am simply trying to point out to Mr. 
Eberharter that this was an estimate that they made before we had 
our final figures. That is all. They made a guess at what our final 
figures or what they thought our final figures might be. Is that 
right ¢ 

The CuarrMan. The current expenses, that is all. 

Secretary Humrnrey. Yes, that is right. And we are just a little 
above that. As a matter of fact, it was a very close estimate made 
at the time they made it. When you can guess within 600 million of 
$74 billion and do it 2 or 3 weeks ahead of time, it is awfully good. 

Mr. Coorrer. Mr. Chairman, will he yield just a moment? 

Mr. Esveruarter. I yield. 

Mr. Coorrr. In order to clarify the situation would it be appropriate 
for Mr. Stam to make a statement as to what was intended to be in- 
cluded there so that the Secretary may have the benefit of that as well 
as Mr. Eberharter ? 

Mr. Eseruarrer. I would like that. 

Mr. Sram. I might say, Mr. Secretary, we do not make estimates 
of expenditures but we had to have an estimate of expenditures in 
order to arrive at a proper estimate of receipts. So what we did was 
take the current level of expenditures at the time that we made our 
report and they were running around $78 billion. 

Secretary Humpnrey. That is right. 

Mr. Stam. Now, who knows what they will be at the end of the year? 
That is the way they were running at that time. 

Secretary Humpnrey. That is right. 

Mr. Sram. With that level of expenditures we were able to make an 
estimate of receipts. That is the way we did it. 

Secretary Humpnurey. And I think it was an excellent estimate. As 
I say, at that time and doing it that way, taking your current expendi- 
tures, and you can guess that close, why that is an excellent guess of 
what it is going to be. 

Mr. Esernarrer. You say in your statement, at least I got the im- 
pression, and many others did, that you are reducing the expenditures 
about $4.5 billion. 

Secretary Humrnrey. That is correct. We reduced the estimated 
expenditures from the Truman budget. The Truman budget was — 
pared in detail as to what they recommended to spend. That was $78.5 
billion. The appropriation that they recommended was to be 72.9, 
Now, we proposed to reduce the appropriations by 8.5, somewhere be- 
tween 8 and 10 billion, eight and a half at least billion dollars, and 
we proposed to reduce the estimated expenditures by $414 billion. 
That is all done in great detail and those details are being presented, 
some of them have been passed and others are now before the Appro- 
priations Committees of Congress, going into each item, an item at a 
‘ime, and figuring out exactly how it ought to come out. 

Mr. Esernarrer. I would like to get it clear in my mind, getting 
away from figures for the time being, on the first page of your state- 
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ment you say the immediate problem before us is the excess-profits tax 
extension. 

Secretary Humenrey. That is right. 

Mr. Exernarrer. That is what you say on the first page. Then on 
page 3 you give recommendations: regarding excess- profits t ax exten- 
sion, removal of the termination date on the increase in corporate 
normal taxes. That is a recommendation. Removal of the termina- 
tion date on excise tax increases, and of course you agree on the social- 
security tax freeze. 

Now do you want us to put that all in one bill or have separate bills 
as the subjects come up ? 

Secretary Humrurey. I think probably social security is a separate 
bill. I would like to see all the others in one bill; yes, sir. 

Mr. Esernarrer. Then we should act on the corporate income-tax 
extension at that time. 

Secretary Humpnurey. I think that is the ideal way to do it, yes. 

Mr. Boces. Would you yield at this point ? 

Mr. Esxernarrer. Yes. 

Mr. Boges. Is it your recommendation that we remove the expira- 
tion date o nthe corporate increase? You are recommending that we 
just rescind it completely ¢ 

Secretary Humpurey. Yes, sir. 

Mr. Boges. §>» that it goes on without any expiration date? 

Secretary Humpnrey. Yes, 52 percent. And Mr. Boggs, what we 
propose, the balance of the program would be to carry forward what 
you are doing, what we are doing, what a great many organizations 
are doing, and to present, to have presented for Congress’ considera- 
tion, your committee to present to Congress, a brand new tax bill at 
the beginning of the next session of Congress that will cover all of 
these things in one package, which will undertake to remove a great 
many of these inequities, excise tax inequities, income tax inequities, 
inequities all through, present that whole thing, a brand new bill that 
will attempt to be a much fairer, better bill than we have had in a 
long time, which your committee will present to Congress, will prepare 
and. present to Congress early in the session next yeat 

Mr. Enernarrer. Then you do not propose doing it now. In answer 
to my question before when I asked you about putting it in one bill, 
you say yes. 

Secretary Humpurey. Yes, thatiscorrect. 

Mr. Exsernarter. In order to extend the excess profits tax, we will 
have to do it before the end of this year. 

Secretary Humrnrey. Yes. 

Mr. Esernarrer. Then it is not one bill. 

Secretary Humpurey. It is one bill. What you asked is one bill. 
The other bill that you are going to bring up is the overall bill that 
will cover everything. What you asked is this, Mr. Eberharter, 
that you would extend the excess profits tax, that you would rescind 
the corporate reduction in tax, that you would postpone the excise 
tax and you would do those three things in one bill and do it now. 
You then would handle the social security bill separately. We then 
will continue to work during this fall with you and early in the ses- 
session your committee will prepare a bri and new bill all across the 
line that will level out these inequities, get these inequities, every 
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one of them, cured that we can possibly cure, see what that will do to 
the revenue and see if we can finally determine what that new tax 
rate will be with respect to rates, charges and costs. 

Mr. Eneruarrer. | notice you have a very worthy objective in your 
statement. On page 7 you say you want to wipe out all inequities 
and all injae tices for all taxpayers, so that the justice and fair deal- 
ing can be done equally and contemporaneously for all. 

Secretary Humrurey. That is our ambition. 

Mr. Evernarrer. That is a worthy objective, but you think the ob- 
jective should be postponed to the future ? 

Secretary Ilumpurey. I think the objective should be carried for- 
ward just as fast as it can be done, as fast as work can be done and 
as fast as the economic condition, as fast as our saving in expenditures 
justifies it ina sound economy. 

Mr. Esveruarrer. Have we ever had a tax structure that met your 
objectives ? 

Secretary Humpurey. Ever what? 

Mr. Evernarrer. Have we ever in our history had a tax structure 
that met your objectives ? 

Secretary Humpnrey. We have not for a long time because we have 
been going on a hodgepodge and catch-as-catch-can basis, as your 
chairman has said .uany times, for about 15 years. 

Mr. Esernarrer. Was there any time in the history, Mr. Secretary, 
that we did have that kind of tax structure ¢ 

Secretary Humpurey. I would not say that there have not been times 
when we had really a reasonably fair distribution of tax burden. I 
do not suppose we will ever come to a time when everybody will be 
happy, as Mr. Andrews says, and pay their taxes with a smile. I 
do not believe that is quite human nature. But at the same time you 
have some very expert people here in your group, your study group, 
and they know the things there are. We have a lot of complaints. If 
you will send some of your people to me, as I said before, that have 
some special hardship that ought to be corrected in a new law and a 
better policy adopted, we will welcome that. We will try all of us to- 
gether to wipe out the worst of these things. Now, we may not get 
them all, but we can get the worst of them. 

The Cuarrman. Mr. Eberharter, I wonder if, considering the situa- 
tion as it exists—— 

Mr. Esernarrer. Mr. Chairman, we let the Secretary go at 2 
o’clock the other day. I feel that some of these questions are worth 
having in the record. 

The Cuatrman. It is perfectly proper. What I had in mind was I 
thought you would yield to Mr. Mason. 

Mr. Exsernarter. All right. 

The Cuarrman. Mr. Mason will inquire. 

Mr. Mason. Thank you, Mr. Chairman. 

Mr. Secretary, I was unavoidably absent on Monday and did not 
get to hear your testimony and I had several questions that I had 
prepared ready to ask you then. I understand that you did tes- 
tify to the fact that this excess profits tax is an unfair, unsound tax, 
but that you are asking for extension of 6 months because the Treasury 
can ill afford at this time at least to lose the $800 million that you figure 
will come in. Is that about the gist of your testimony ¢ 
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Secretary Humpnrey. That is one of the reasons, Mr. Mason. There 
are two reasons. That is one. 

Mr. Mason. Mr. Secretary, both the Treasury and the President 
have recommended to the Congress that we freeze the social security 
tax, that instead of 114 percent going up to 2 in January, it shall be 
kept at 114 percent. That means a loss to the Treasury, according to 
our experts, of about a billion dollars here in tax. How can you afford 
to lose a billion dollars in tax from that source and not afford to lose 

$800 million in cash on this excess-profits tax ¢ 

Secretary Humrnrey. There are two things, Mr. Mason, about that. 
In the first place it is not a billion dollars, it is about $400 million this 
year. That is what we start with. That is, of course, what we are 
interested in. So the figure is about $400 million instead of a billion 
dollars. 

Now, the second thing is this, when you say lose to the Treasury, 
what you mean is this, the money is collected and put in a trust fund. 

Mr. Mason. I am talking about the cash. 

Secretary Humpurey. That cash is collected and put in a trust 
fund. Now, the only way that eash can be used, can be used for 
the Treasury purposes, is to take the money out of that trust fund 
and put it into the general fund. 

Mr. Mason. Automatically into the general fund, I understand and 
then IOU’s are put into the trust bonds. 

Secretary Humenrey. Well, we call them bonds. We put bonds 
into the trust funds. Now, that has been a current practice and it has 
gone on for a long time. There has been great criticism of that. I do 
not think that it isentirely bad. It is not what I think we ought to do. 
What we ought to do, frankly, is when those trust funds get into that, 
when the money is paid into the trust fund, then the trust fund really 
ought to take that money and go out and buy bonds from the publie 
and bri ing those bonds into the trust fund so that we are not increasing 
but are decreasing our outstanding bonds in public hands. We are 
taking them away from the public and putting them in the trust fund 
where they will be available for use when you want to sell those bonds 
at a later time and turn them into cash. 

If we do it the other way, what we do is to put these bonds into the 
trust fund, take out the cash. Now, we would get exactly the same 
cash if instead of putting those bonds into the trust fund we put them 
in the hands of the public. We are just selling that many more bonds, 
that is all. So we do not lose any money by reduction of this at all. 
All we do is make it a little easier to sell some bonds to a trust fund 
instead of selling them to the public. But we are selling bonds in 
either event. 

Mr. Mason. Now, industry representatives have testified in letters, 
statements and before us all day yesterday to the effect that if the 
excess-profits tax is removed, then they can and have planned to ex- 
pand so that they can pay into the Treasury from 3 to 5 times as 
much in regular corporate taxes and in increased excise taxes in the 
place of the excess-profits tax. I would think that would be a gain 
for the Treasury. One specific company said that they would pay 
$100,000 more in regular corporate tax, $180, 000 more in excise taxes 
on their products in lieu of the $40,000 tax they expect to pay if this 
is continued through the 6 months. Now, I do not understand. Have 
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you explored the fact that if the shackles are taken off these young 
growing industries they will pay more into the Treasury automatically 
than they are paying now through the excess-profits tax ? 

Secretary Humpnrey. I think that is probably true over a period. 
In your particular case I do not quite understand why in the world 
that man could not get $40,000 if he could pay that amount of tax 
and make all that profit. 

Mr. Mason. He told us yesterday definitely what he was up against 
and why he could not do it and why he would not be able to expand 
if this continues. 

Secretary Humpurey. That is a terrific return on $40,000. There 
are plenty of people that still have $40,000 and if you can make profits 
like that on it, my guess is that there are a lot of places where he 
could get it. But I just want to say this, that the same argument is 
true for every taxpayer. Every taxpayer if he did not have to pay 
taxes would have more money for expansion of his plant. If we 
could eliminate all taxes and spend all this money for increasing our 
plant and our capacity, we would be far better off, but we would not be 
secure and we would not have the budgets we have. 

Mr. Mason. Have you explored new sources of taxes that would 
bring in, in lieu of H. R. 1 and’this exééss-profits:tax expiration, which 
would bring in more than that amount from new sources not now 
paying taxes? 

Secretary Humpnrey. I am frank to say we have not. I do not 
know what brand new sources there are that could be tapped for that 
purpose. 

Mr. Mason. Let me give you some examples. Mr. Charles Wilson 
in a speech here a few months ago, of General Eelectric, stated that 
we had some 27 to 30 billion dollars’ worth of Government. enter- 
prises that are now competing with privately owned taxpaying enter- 
prises; that if these were sold and the money applied on the national 
debt, it would lower the national debt about $30 billion. It would 
save about two-thirds of a billion dollars in interest that we are now 
paying on the national debt and these Government-owned industries 


in private hands would be paying at least a billion and a half dollars 


of taxes under our regular corporate rates today. 

Secretary Humrnrey. I do not.think I could take any exception 
to that. I know Charley Wilson very well and he is a very careful 
man and I imagine his figures are accurate and can be supported. 
But there is no question but what if a lot of Government-owned facil- 
ities were sold to private hands that in my opinion they would be 
better operated, they would pay us taxes we do not now get and we 
would have money to reduce our debt. I would be for that very much, 
but you cannot do that in 6 months, and we need it now. 

Mr. Mason. I understand that. 

Now then, Mr. Secretary, the next point I want to make is this. 
Have you explored the feasibility and the desirability of levying a 
national manufacturers sale tax of, say, 5 percent, which would bring 
in about $5 billion from sources not now bringing it in? The States 
have preempted the retail sales tax, but there is no reason why the 
National Government should not have a national sales tax upon manu- 
facturing that would bring in this money. It is one of the easiest 
taxes there is to collect. That would make up for a lot of these auto- 
matic endings of these tax sources. 
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Secretary Humpurey. Mr. Mason, we are making a very careful 
study of that and all other forms for the big bill that we expect to 
work with you gentlemen on for next year. Thatisa big study. That 

requires a lot of consideration. There are some bad things as well 
as some good things in that connection with that that need very 
careful analysis. 

Mr. Mason. Now, Mr. Secretary, have you explored the idea of tax- 
ing the untaxed at present, such as mutual savings, such as credit 
unions, such as building and loan, such as co-ops and a lot of other 
businesses that are now competing with taxpaying businesses? Our 
experts say that would bring in, H. R. 1559, which is a bill before this 
committee, would bring in about $800 million a year from present 
untaxed sources. Have you explored that or do you intend to explore 
that ? 

Secretary Humpurey. We do intend to explore that. The things 
you are referring to, Mr. Mason, are all of them things that are in 
the course of study by your people and our people and by a lot of 
other people to determine just what the merits of them are and just 
how valuable they might be. Most of them are very controversial 
subjects and I am sure they need a great deal of study in order to 
pick out the wheat from the chaff and get what is right. 

Mr. Mason. Now, Mr. Secretary, ‘that gives me some encourage- 
ment that I have been lacking for a good many years because we have 
been trying to accomplish that for some time. I am told now, Mr. 
Secretary, by our tax experts that that billion dollars of social security 
would be a billion dollars for a full year but over this shorter period 
of 6 months it would be only $400 million, as you said. 

Secretary Humrurey. I can assure you that all of the things you 
have mentioned and many others are being very carefully studied. 
We will reach conclusions and when we think we evan what we are 
talking about, we will come in here and make recommendations that 
we believe are the right ones to raise the right amount of money and 
we will let the chips f fall where they may. 

Mr. Mason. I have enough confidence in you, Mr. Secretary, to 
believe that and this assurance given to us now in public does give me 
considerable consolation. 

The CuHarman. Mr. Secretary, would it be possible for you to 
return this afternoon at 1 o’clock ? 

Secretary Humpnrey. Yes, sir; I will be here at 1 o’clock. 

The CuarrMan. The committee stands adjourned until 1 o'clock. 

(Whereupon, at 11:55 a. m., a recess was taken until 1 p. m.) 


AFTERNOON SESSION 


The CuatrMan. The committee will come to order. 
Mr. Eberharter was inquiring when he yielded to Mr. Mason. Mr. 
Eberharter may begin if he wishes. 


STATEMENT OF HON. GEORGE M. HUMPHREY, THE SECRETARY OF 
THE TREASURY, WASHINGTON, D. C.—Resumed 


Mr. Esernarrer. Mr. Secretary, you recommend that we continue 
the corporate normal rate as is for an additional 6 months after the 
last of this year, or for a year 
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Secretary Humpurey. What we ask is that that just continue 
right on. 

Mr. Eseruarrer. For 6 months? 

Secretary Humpurey. No; unlimited. 

Mr. Evernarrer. Just an unlimited period? 

Secretary Humpurey. That is right. 

Mr. Esernarrer. That brings in about $2 billion a year, the increase ? 

Secretary Humpurey. That is right. 

Mr. Esernarrer. And that is practically the same amount as the 
excess-profits-tax bill ? 

Senator Humenrey. That is right. 

Mr. Eseruarrer. So one could be termed as sort of a substitute for 
another if we renewed one and did not renew the other. 

Secretary Humpurey. It is about an offset to the amount of dollar 
loss on the excess-profits tax, but it does not come in, you see. We do 
not get any of that until a year or a year and a half later. 

Mr. Esernarrer. That is right. One could be, in some respects, 
considered a substitute for the other. 

Secretary Humrnrey. It would offset the excess-profits tax a year 
and a half from now, but not now. 

Mr. Esernarrer. The interest rate on bonds of the Government was 
increased rec ently. 

Secretary Humrpnrey. It has been slowly increasing for the last 
2 years. 

Mr. Exernarrer. Well, the latest on long-term bonds, what was 
that increase ¢ 

Secretary Humpnrey. You see, Mr. Eberharter, you do not just 
get an increase when you issue the bonds. 

Mr. Esernarrer. But it is an obligation that you incur. 

Secretary Humpurey. What happens is that as interest rates 
harden, then your trading market in your bonds every day disdain 
and your interest rate is set by the price at which your bonds sell every 
day in the market. You see, as a bond sells above or below par, that 
immediately changes the interest rate on that bond for the fellow who 
buys it that day. 

Mr. Esernarrer. Surely. 

Secretary Humrnrey. It started with the accord between the Fed- 
eral Reserve Board and the Treasury, about 2 years ago, and grad- 
ually Government bonds have been declining in value, which meant 
that the interest rate was gradually going up. That has been going 
on now for over a period of a year and a half to 2 years. 

Mr. Esernarter. But surely, as the market price of the bonds 
went down, of course—— 

Secretary Humpnrey. That means the interest rates are going up. 

Mr. Esernarrer (continuing). The interest rates are going up. 

Secretary Humpurey. That is right. 

Mr. Enernarrer. But still the Government is obligated to pay the 
interest rates set forth in the bonds. 

Secretary Humrnrey. That is correct. 

Mr. Eseruarter. What would be the cost of the increased interest 
rates in a period of a year on the latest bond issue? 

Secretary Humpnurey. On refinancing, the interest rates have in- 
creased somewhere from a half to three-quarters of 1 percent. 
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Mr. Esernarrer. And that would amount to how much in dollars? 

Secretary Humpnrey. We have a total of those of a billion six out. 
Half of 1 percent on a billion six is—somebody would have to tell me. 
There are too many zeros in there. I will get it in just a minute. I 
think it is $8 million. 

Mr. Exernarrer. $8 million in a year? 

Secretary Humpnrey. I think that is it. There are a lot of zeros 
to keep in your head, but I think that is it. 

Mr. Esernarrer. So, in that respect, we are increasing the cost of 
the Government ¢ 

Secretary Humenrey. That is correct. 

Mr. Esernarter. Mr. Mason asked you about manufacturers’ sales 
tax. Of course, you are also studying the retail sales tax, the general 

sales tax. Have you had a report from any of your committees on 
either one of those subjects? 

Secretary Humpurey. No; we have not. As a matter of fact, our 
studies on the sales taxes are just beginning. We have not done 
very much with respect to them. We are just getting into this sub- 
ject, and we have no final conclusions or no reports, really, at all, 
yet, with respect to those things. 

Mr. Eseruarrer. Has the personnel of the committee whom you 
have appointed for this study been made public? 

Secretary Humpnurey. No. It isthe people in the Treasury. It is 
Mr. Smith here, and Mr. Gemmill here, and the other boys in our 
organization. 

Mr. Evernarter. | thought perhaps you appointed some personnel 
from the fields of business and finance to help you obtain this study. 
I thought it was a commission. 

Secretary Humrurey. No. 

Mr. Evernarter. It is just the Treasury making this study ¢ 

Secretary Humrurery. It is just our own Treasury people and 
different business organizations. I think perhaps where you got that 
impression was that I said that different business organizations have 
committees of their own. Labor has a committee, farmers have a 
committee, and they have all been in. We have had them all in. 
The labor committee has been in; the farmers’ committee has been 
in, the CED has been in; the NAM has been in; the chambers of 
commerce have been in. They have all been in and discussed the 
various phases of the tax problems with us over this entire time we 
have been here, over 5 months. We have been working very closely 
with Mr. Stam, of your committee. 

Mr. Exsernarrer. I think that is the proper way, Mr. Secretary. 

Secretary Humpurey. We are working with them every day. 

Mr. Epneruarter. Mr. Secretary, you are aware of the fact that 
the Renegotiation Act expires for practical purposes at the end of this 
year. Have you taken any position as to whether that should be 
renewed ¢ 

Secretary Humpnrey. We haven't yet. That, also, is a subject that 
is under study, and we have not reached any conclusion with respect 
to it, as to just how it should be handled. 

Mr. Esernarter. Do you think you will come to the conclusion in 
time for Congress to act this year? 

Secretary Humpnrery. That is right. 
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Mr. Exsernartrr. Do you think you will? 

Secretary Humpnrey. Yes; I do. 

Mr. Enrruarrer. In your statement you say that you are confident 
that further cuts in expenditures can be made. Can you give any 
suggestion as to where these cuts might be made? If you have con- 
templated or are confident that cuts can be made, it might help us to 
decide on tax recommendations if we have in mind where the cuts 
might be made. 

Secretary Humpnery. Mr. Eberharter, we have proposed all of the 
cuts that we are sure of today. That is, the program that we have 
presented to the Appropriations Committees. Those cuts are the 
result of about 4 months of work, which is about the length of time 
that we have had to work on this. 

All of the departments of Government, the Bureau of the Budget, 
the Treasury, and the Departments themselves, are all continuing 
on very careful studies of their expenditures and what can be done. 
There are none more than the ones we have already proposed to the 
Appropriations Committees that we are prepared to recommend today 
because our studies have not gone far enough. You will note that Mr. 
Wilson has just appointed a new group, a new staff, a new Chief of 
Staff. 

All of the departments of Government are studying all of their 
budget expenditures with the greatest care to come up with further 
reductions as we go along, as fast as we can be sure that we are doing 
the right thing. 

Mr. Ernernarter. You are pretty confident you can make further 
reductions ¢ 

Secretary Humpnrey. I feel quite sure that we can make further 
reductions. 

Mr. Esernarter. There is one very important point to me, Mr. 
Secretary. You say that there will be inflationary pressures if we do 
not continue this excess-profits tax. Have you any figures now, or 
can you supply me with them for the record, as to just what a 1- 
percent increase in the cost of living would cost the general publie 
insofar as inflation is concerned ? Do you think you understand my 
question? In other words, if the figures have been worked out, if the 
cost-of-living index rises 1 percent, what would be the result in dollars 
and cents to the consuming public of the United States? 

Secretary Humenrey. I can get those, I think, and I will be very 
glad to get the answer for you the best we can. 

(The following information is supplied in response to the request 
of Mr. Eberharter :) 

Personal consumption in the first quarter of 1953 was at an annual rate of 
$226 billion. A general price increase of 1 percent would cost the consuming 
public $2.26 billion a year. 

Mr. Enernarter. Now I refer to another statement you have made 
in your prepared remarks. You say the sequence of these reductions— 
that is, excise tax and so forth—were fixed by legislation adopted 
sometime ago without reference to the military or economic situations 
which might exist when the tax cuts were to become effective. Do you 
think that was a proper course for the Congress to pursue at the time 
we did make these increases in 1951? 
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Secretary Humenrey. Well, I was not here then. I do not know 
what the conditions were. I do not think that it is particularly 
proper for me to comment on it one way or the other. I am simply 
stating a fact, which was that at the time that was done it was done 
without reference to what might exist today. Now we have con- 
ditions that we met today; we have what was done then; we have put 
it together, and today we find ourselves in a particular position. We 
have to decide what we are going to do with reference to where we 
find ourselves now, not with respect to what somebody thought 2 years 
ago or whenever this action was taken. 

Mr. Exsernarter. Do you not think that is what the committee 
had in mind when they recommended to the Congress that we make 
these terminate a certain date in order to make sure we review them 
at this time? 

Secretary Humrurey. That might well be. That might have been 
the purpose of Congress, to do that. I donot know. I was not here, 
as I say, but that might well have been the idea, that they would make 
them short for the purpose of reviewing them just as we are reviewing 
them now. Then taking into account in the review what the condi- 
tions are today which are different than they were at the previous time. 

Mr. Exsernarter. I think definitely that is what this committee had 
in mind in fixing termination dates so that we could review the situa- 
tion. And remember we did not know how long this emergency might 
last. We naturally dislike recommending higher taxes. So, we fig- 
ured we might review them within a period of a year and a half or 2 
years, or 5 years. 

Secretary Humpurey. You would know that as a member of the 
committee, and I would not. I simply stated a fact. 

Mr. Eseruarter. You do not mean to imply any criticism for our 
having recommended these terminations. 

Secretary Humpnrey. No; I am not making any criticism at all, 
Mr. Eberharter. I am simply stating what the fact is: that this does 
expire at this time, and when it was passed it was passed without any 
strings on it or conditions with respect to it as to what conditions 
might be when it did expire. 

Mr. Esernarter. You are sure now, Mr. Secretary, you will be able 
to recommend to this Congress in time what your views are with 
respect to renewing or extending the provisions of the Renegotiation 
Act? 

Secretary Humpnrey. I will do that; yes, sir. We will do that. 

In that connection, I would like to say this, Mr. Chairman. A 
couple of things were brought to my attention. One of the things 
that Mr. Eberharter’s question brought to my mind was this: It was 
brought to my attention that it might be clear that our position was 
that we would not, again, come in and ask for another extension of the 
excess-profits tax. But, in case there is any misunderstanding, I 
want to state again that the Treasury will oppose it, not only will 
not come in but it will actively oppose any further extension of the 
excess-profits tax after December 31 of this year. 

The Cuarrman. Thank you very much. We may save you that 
trouble. 

Secretary Humrnrey. I hope you won’t. I will be very disap- 
pointed if you do. 
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Mr. Eneruarrer. One more question, Mr. Reed, if you do not mind. 

The Cuarrman. All right. 

Mr. Epernarrer. Mr. Secretary, you said yesterday, I think, or the 
day before, that it is very difficult to spend a lot of money. It takes 
a lot of judgment and ‘good, sound commonsense. But there is a 
difference between spending money for the Government and spending 
money in a business. In other words, the aims of a government are 
different oo the aims of a business. Is that correct ? 

Secretary Humpurey. | think, in many cases, yes. 

Mr. Esernarrer. When you are in business you are naturally in it 
to make money 

Secretary Humpurey. That is right. 

Mr. Esernarrer. And the aims are not the same in government, are 
they ¢ 

Secretary Humpurey. That is right. 

Mr. Exernarrer. Thank you very much. You have been patient, 
Mr. Secretary. 

The CuarrMan. I believe Mr. Curtis of Missouri wanted to inquire. 

Mr. Curtis (Missouri). Mr. Secretary, first of all, in asking the 
questions I am going to ask, I want it very clear that I do not look 
at this problem of the termination of the excess-profits tax from the 
standpoint of giving relief to any particular segment of the economy, 
or any particular group of taxpayers. I am concerned about this 
matter as it affects the entire economy, all segments, and, in fact, I 
am interested in the problem of how it affects our private-enterprise 
system. 

With that in mind, I was a little bit concerned that we passed over 
the bad features of the excess-profits tax so quickly by simply terming 
them as being bad, because to me the problem of this situation comes 
down to finding out where it is bad. Some people have used the 
word “vicious” and some have used the word “malignant.” I would 
perhaps use the world “malignant” because I do not think it is just 
a question of its being unjust and unfair. I think that is true of 
many taxes, just as you have pointed out. That is the point I want 
to get to. You see, taxes, of course, as you have well commented, 
have two aspects. One is the revenue aspect of them, and the other 
is the regulation and control. Every tax, even though it is for 
revenue, has a feature of regulation and control, and yet if that other 
feature gets out of hand, as you have well described it, that power to 
tax can be the power to destroy. 

You state that when we adjust the inequities that exist in these 
taxes, you do not want to give any special group any favoritism, 
that you want to do the whole job. I thoroughly agree with you, 
except for this one point, and this is the point ‘Tam coming to, If 
this group that we are describing, or this segment, if it were a seg- 
ment of our economy were actually that, I could see the point. But 
how do you select the people that are hurt by the excess-profits tax ? 
It seems to me quite clear, as a result of participating in 2 years of 
hearings on this subject with small business, that this tax on growth 
will hit any company, I do not care what business it is in, whether 
it is manufacturing, distribution, or rendering a service. Any com- 
pany that is growing and growing in a healthy way is the company 
that is affected. So, in effect, you have a tax not on a group, but you 
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have a tax on a part, if you please, of our private-enterprise system. 

Now, then, if that thesis of mine is true, if the tax itself under- 
mines the economy, how do you figure that balancing a budget based 
upon such an unreasonable tax ti ake is not gambling with the country’s 
economic security? Or where would you say my argument falls 
down’ What I am trying to find out 1s where you and I disagree 
and agree. I have agreed “with a great deal you say, but ap parently 
it is on this one point as to whether or not the tax as I see it is indeed 
a tax on the growth, the healthy growth, of American enterprise. 

Secretary Humpurey. Well, Mr. Curtis, I do not want to get myself 
in the position of trying to defend this tax, because I cannot. 

Mr. Curtis (Missouri). I am not trying to do that. 

Secretary Humpnrey. I am not criticizing you, I am just making it 
perfectly clear, that is all. I can agree with you on almost everything 
that you have said with relation to the problems about this tax. The 
one place where I think that you and I perhaps do not see quite eye-to- 
eye 1s this: in the first place you say how do you select this group that 
you talk about. I do not select the group; I just take what the facts 
are. 

Mr. Curtis of Missouri. Yes, the facts. And what are they? 

Secretary Humpnrey. The facts are that something less than 12 
percent of all corporations paying taxes, making tax returns, are 
involved in this particular thing. 

Mr. Curtis of Missouri. May I interrupt there, because I want to 
get my thought across, because I want to get your answer to that. I 
am not concerned how small that is. That could even be smaller than 
that. In effect you are going out and picking out the very companies 
that are growing and responding to the free-enterprise system. That 
is What you are selecting. I submit that what you are doing is attack- 
ing the very system under which these companies arise. I do not care 
how many there are. That is not the test. Are you in effect stunting 
the growth, the economic growth that is normal in this country / 
Are you not in effect putting the lid on of status quo on our economic 
enterprise? If that is so, my suggestion is this: You are gambling 
a great deal more with our economic security in that fashion than the 
small amount that is involved in this revenue that would be derived. 
That is the point as I see it. 

To go a little further and comment on one of your statements, you 
said 

Secretary Humrenrey. I would like to say a word, if I can, right 
there. 

Mr. Curtis of Missouri. Yes, sir; goright ahead. 

Secretary Humpnrey. You made an excellent statement, I think, 
of why this is a bad tax. I can agree very largely with it. That is 
not what confronts us right now. “We have this tax. This tax is in 
effect for practically all or for the large percentage, the very large 
percentage, of all of these companies for all of this year. All we are 
talking about is what rate they are going to pay. That is all. 

Mr. Curtis of Missouri. Yes, sir; but I must disagree with the way 
you presented that argument. The rate is what makes the difference. 
The rate is the differenc ‘e in all taxes. If the excess-profits tax were 
not 82 percent, it would not be the dangerous tax that it is, as I see it. 
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Secretary Humpnurey. Now you are going right back on your own 
position. You were talking purely from the theoretical position of 
what is good and what is bad. 

Mr. Curtis of Missouri. Yes, sir. 

Secretary Humpnrey. That is bad in theory. 

Mr. Curtis of Missouri. Not only in theory. 

Secretary Humpurey. It is worse if it is twice as much rate, but it 
is bad at the rate it is. 

Mr. Curtis of Missouri. Sir, when you talk about theory, that does 
not mean that you can just build up theory out of thin air. It is based 
on the facts of the situation, and the tax rate is a very basic fact 
involved in the theory that we are discussing. 

Secretary Humpurey. The tax rate helps to determine how bad 
it is. But it is bad in any event. It is bad for 1 percent, or it is bad 
for 2 percent. It is worse for 10 percent. What you have here is a rate 
where you have a bad tax that is in effect for this year ata rate. All 
you are talking about is “Will you reduce that rate for the last 6 
months of this year?” 

Mr. Curtis of Missouri. Yes, sir; but for this reason, and my 
point is this, that it seems to me what you are doing is taxing growth 
and, in fact, you are stunting growth. To the extent that we can stop 
that, and no longer stunt that growth, to that extent we are making our 
economy more healthy. To the extent that we continue to stunt that 
growth we are, using your words, “gambling with the economic secu- 
rity of the country.” Ithink you have to weigh the two. I have been, 
I hope, fighting this battle of inflation and Government expenditures 
for the past 3 years on the floor of the House with my votes, trying to 
get the Dadaret into balance, because I feel so deeply about this sub- 
ject of balancing a budget. But I do not think it does any good to 
balance a budget based upon an unrealistic income, if indeed this 
amounts to ac apital levy, and I suggest that it does. I will present the 
theory just to demonstrate it so you can comment on it. Our com- 
panies have grown, the growing companies, the good companies, 
largely by plowi ing back into their businesses their profits. That is the 
history of a great many American companies, and I would say the 
majority of them. If you are taking so much of the amount of money 
that they would be plowing back in order to continue their growth, 
that amounts to a capital levy, because otherwise that money would 
have become capital upon which they would have based their future 
earnings. 

As you well know, any company that expands its business has to 
expand its capital base in order to take care of that business. I no- 
ticed that you mentioned this $40,000 that this 1 company said they 
could get. The point is they cannot get it because they have already 
been on an expansion program and they have already reached that 
breaking point due to the excess-profits tax. They are now at that 
point. 

Commenting further on your statement, taking away any tax money, 
you said, would in effect be stunting growth, because anyone might 
expand if they had the money. But the fallacy in that point is this: 
that is pure theory while this tax is very real. It is hitting every single 
company that is actually expanding. And anybody that attempted | to 


expand over a 2- or 3-year period would be hit in the head with this 
tax. 
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Secretary Humrnurey. You are just asking too many questions to 
answer at one time. 

Mr. Curtis of Missouri. I appreciate that. What I am trying 
to do is to present a philosophy and then get your reaction to it. 

Secretary Humruerey. All right. In the first place, if taxing your 
excess profits, if the excess-profits tax is a capital tax so is every other 
tax because it comes out of income, and any income left over becomes 
capital. So there is no difference. It is not a capital tax at all, any 
more than any other tax is a capital tax. Any income left and undis 
tributed becomes a part of your capital, and goes into your surplus. 

Mr. Curtis of Missouri. I was not very clear in my presentation. 
I pointed out that this is an expanding business, that all expanding 
businesses under the private enterprise system have expanded because 
they have plowed back in their returns, and you are preventing that 
plowing back in of those returns. 

Secretary Humpnrey. Now, wait just a minute. Don’t cover so 
many things. Let’s get one fixed at a time. In the first place, it is 
not a capital tax. It is an income tax. And it is not a bit different 
than any other income tax. In the second place, these companies 
are not the only companies that are growing in the country; these 
are not the only companies that are putting money back. W ‘Then you 

take 52 percent of a company’s income, you are taking a large part 
of the income that many, many comp: inies—and I will say the records 
will show many more companies who are not paying excess taxes 
are growing than those that are—and you are taking a large part 
of the money they could use, to keep them from growing. Any tax, 
any income tax takes some money away from companies that could 
become capital and could be used in expanding their business. All 
you are talking about is how much you take and when you take it. I 
will agree with you that the excess-profits tax, in my opinion, takes 
too much away from a company. It is too high a tax. So are some 
of the excise taxes too high taxes. So are some of the other taxes 
too high taxes. 

I think that all of those taxes should be leveled out and they all 
should be brought down where they are interfering with business 
and try to level it out and keep it even for various taxpayers, to equal 
up the taxpayers. 

Your excess-profits tax is in force this year, and you cannot stop 
it. There is nothing you can do to stop it. All you can say is, “We 
will tax it at a certain rate instead of at another rate.” I can tell 
you that, in my opinion, the difference between those two rates is not 
going to affect the economy of this country but a very little bit. The 
entire amount involv ed, and in all the little companies you are talking 
about, is $111 million in 1950. You cannot tell me that taking the 
$111 million out of all the companies there are that are paying this 
tax is going to affect our economy. Those are facts. 

Mr. Curtis of Missouri. I see our difference, and I see it this way: 
It is new companies, the ones with the new ideas, the ones that are 
starting out. I suggest, sir, that on the basis of the Small Business 
Committee hearings, and the hearings we have had here today, I 
still suggest that what you are doing is hitting the new growth, and 
the real ‘thriving growth in this country. Of course, there is some 
expansion. I do not mean if we extend this tax this country will 
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die tomorrow or anything else. Our economy is too strong for that. 
You simply were talking in terms of gambling with our economic 
security, and I am simply saying whatever we ‘do it is a calculated 
risk. We are in a tough spot. I am suggesting that probably we 
are gambling a great deal more by imposing this tax for another 
6 months than we would to try and associate $800 million in an 
unbalanced budget. Her I am speaking as one, I again say, who has 
been trying to fit this balanced budget thing for a Tong time. 

Secretary Humpurey. Mr. Curtis, I agree with you that you are 
taxing growth. I agree with all of those statements. I agree this 
is a bad tax, and I agree with you that you are balancing things. You 
can about figure out how much money you are using here, how much 
you are taking out of this economy in this way, and it is a relatively 
very small sum that we are talking about on the small-growth com- 
panies. So, as I say, it just gets back to a matter of opinion and 
judgme nt, as I see it. As between you and me, we do not vary in our 
basic thinking — this, particularly, at all. This gets down to what 
the facts are, and what is the right balance. My own feeling is that 
the balance is this way, preponderantly this way, and you are perfectly 
entitled to your feeling that it is the other. That is a matter of 
opinion. 

Mr. Curtis of Missouri. That is what I wanted to get to, because 
I thought so myself, after listening to you, to see if I could resolve 
down to where our different thinking lay, and I think it is on that. I 
think you have a big gamble in extending this for 6 months. You also 
have a gamble and a big one in unbalancing the budget by that other 
$800 million. Your judgment I respect, sir. 

Secretary Humpurey. Well, I respect yours. I think you have just 
about leveled it out as to where our difference in thinking may be. 

The Cuairman. Mr. King will inquire. 

Mr. Kine. Mr. Secretary, the present administration is the first, at 
least of the last three, that has seen fit to recommend the continued 
freezing of the contributions to the social security fund. I would 
like to know, Mr. Secretary, what the considerations were that entered 
into or were discussed that prompted this administration to recommend 
this freeze / 

Secretary Humpnurey. Well, Mr. King, that subject, as you know, 
is under study by committees, our committees of Congress, and you 
have that subject well under consideration, and a lot of facts will be 
brought out to you, I assume, in connection with it. 

Our own position with respect to that is not as definite as it is with 
respect to the tax features. We believe that this is the proper thing at 
this time for —_ reason: We believe that the accumulation in this 
fund, while it is certainly not actuarily sound, and I think no one 
would selon that it was actuarily sound, that it is sufficient at this 
time so that it is not necessary to build it higher, and to continue to 
build it higher. The higher it goes, the more opportunity there is for 
various ways of getting at it to take it down, and so forth, and the 
demands that will be made to pull it out for one reason or another. 

You have a cushion here built wp, a very substantial cushion built 
up, against any unexpected demand. Our feeling is that it is better 
to not take more money from the people and put it into that fund, 
that your cushion is sufficient, that the more you put into it the more 
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temptation there is to take it out of there for some reason. It seems 
to us it is better to let it rest where it is, with a sufficient cushion, and 

arry on in a normal, uniform way. That is our feeling about it. It 
h: is to eventually be, except for the cushion, on an approach to a pay- 
as-you-go basis. If you were to put it on an actuarily sound basis you 
would raise a perfectly enormous sum of money that would have to be 
invested in Government bonds. I do not know what else you can put 
itin. You cannot just leave it in money. You could get quite a com- 
plication by building up a perfectly enormous amount, rather than 
having a cushion amount and be more on a pay-as-you-go basis. That 
is our thinking with respect to it. It is entirely subject to correction 
or conclusions by the committees that are studying the subject. 

Mr. Kine. Mr. Secretary, through the years in our committee de- 
liberations invariably when worth while amendments have been of- 
fered to bring under coverage persons who are not now covered, when- 
ever other amendments have been offered that would improve the act, 
and I believe from the standpoint of improvement there was unani- 
nity in the committee, we were always met with the answer by our 
experts, “You are, by adopting this, getting away from soundness 
in the fund from an actuarial standpoint.” 

Secretary Humenrey. That is right. 

Mr. Kine. So I have, through the years, principally when I have 
been invited to comment on it, told people that the only reason this 
act that many persons had expected it would be at the end of 15 or 
18 years of operation is that certain interests in the country had been 
successful in having this committee continually, through the years, 
freeze the amount at its original figure instead of allowing it to in- 
crease as was intended in the original act, so as to make possible the 
perfecting of the act and bring those people under that should be 
rightfully entitled to coverage. So I was a bit concerned when I 
noticed that, for the first time, the administration itself had taken it 
upon itself to make the recommendation. I see good reasoning in 
your answer. However, I might say to you, Mr. Secretary, that the 
apprehension of people through the years can get off on the wrong 
foot quickly by those that are covered if the administration’s reason- 
ing is not made quite clear. I have already had mail that indicates 
that this perhaps is the forerunner of becoming prepared to take the 
United States Chamber of Commerce recommendations, who have a 
record in this commitee of not favoring social security at all, and as a 
consequence people do not feel they have a right to suggest amendments 
to improve a thing that they have historically opposed not only at the 
creation but the expanding and improving of the system. I am speak- 
ing as a friend of the present administration and merely giving them 
the benefits of the apprehensions that have been brought to me by very 
many people throughout the country, not to menion very many organ- 
izations. I want to also comment while you are on the pay-as-you-go 
phase. 

I think that 95 percent of the people under coverage feel that they 
are in an insurance plan. They do not feel they are paying taxes. 
They feel they are paying for a retirement insurance for themselves. 
Of course business is sharing in it. I do not want to havemy remarks 
to be construed as giving out the opinion that I do not thing business 
should make suggestions here. They are sharing in it and are a part 
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of it. But I for one will not accept the thought that the people 
generally have any other feeling than that they are paying insurance. 
It is an insurance policy that the Government has for them when they 
contribute to this fund. 

One more comment, Mr. Secretary. It has been told to us in commit- 
tee in other days that the percentage of persons over 65 years of age 
who are now in covered employment is so great that if a recession, even 
a temporary one, should come they will be first to either voluntarily 
remove themselves from active employment or will be relegated to that 
category, at any rate. 

Then my concluding observation, and I would like you to comment on 
it if you will, is, does $18 billion represent, using the private insurance 
figures or history, a healthy reserve when one considers the great 
numbers that are under covered employment and those that can very 
unexpecte <dly begin to draw benefits. 

If it is an insurance system, why then can it not have equal cushion 
or reserve to that that private enterprise feels is ample? 1 understand 
it is far below what private insurance people would consider ample 
under the circumstances. 

Secretary Humpnurey. Well, in the first place, Mr. King, I want 
to thank you very much, indeed, for the warning. I appreciate it. 
There is no thought of the thing you suggest. It never entered my 
mind and I have never heard it discussed even until you mentioned it. 
So I am very appreciative of your warning about that so that we can 
dispel it to what extent we can. Now, as to the other question, of 
course, the amount of reserve that you have is a matter of judgment 
that has to be balanced. Very frankly I am not sufficiently expert 
in this matter to intelligently discuss it with you. I have not studied, 
myself, this particular thing sufliciently so that I would care to defi- 
nitely take a position and defend it. I think that on advice that I 
have we took this course. We were advised that it was sufficient for 
this purpose. I think that I would be largely influenced if figures 
were brought that showed something entirely contrary. I would 
want to give them consideration. 

I know that some of your members, and some of your people, are 
making a very careful study of this and thinking about it. I would 
be very interested in the result of that study. That is one of the 
reasons why I suggested that this consideration be divided into two 
parts; that the tax features be in one bill and that this be in a separate 
bill for a separate consideration by you. 

Mr. Kine. I think then, Mr. Secretary, in lieu of your taking time 
in answering, I am going to take advantage of you and get into the 
record some figures that I am sure are not generally known. The 
original rates for contributions at the commencement of social security 
was | percent for 1937 to 1939. It was then to go to 114 percent for 
1940-42, 2 percent for 1943-45, 214 percent for 1946-48, and 3 percent 
for 1949 on. That would have had in the fund today some $48 billion. 

The CuatrmMan. You have those in the record. 

Mr. Kine. I likewise want this to be in the record, Mr. Chairman: 
In my experience, some 7 years, more or less, on the committee, labor 
generally, and unorganized groups without exception, have recom- 
mended that this schedule be adhered to. They were willing to 
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pay. I know of not one exception, Mr. Secretary, where the persons 
being covered, paying their share, did anything but recommend, par- 
ticularly during the high level of employment and wages, to take all 
that could be taken from them. I believe the record will show, Mr. 
Secretary, that businesses alone have been the sole objectors and have 
been, in my opinion, solely responsible for this freeze having continued 
from its very commencement. ‘There has never been but one-half 
percent increase approved by the Congress in spite of the fact that 
in the original act the schedule that I have vd st read into the record 
was to be adhered to if the plan was to be all-covering and ample to 
ovens the thing that the act was created to avoid. 

That is all, Mr. Chairman. 

T he ( CHatrrMAN. Mr. Boggs is recognized. 

Secretary Humpnrey. Might I say just one word to Mr. King. As 
I said, I am not sufficiently advised to discuss it at length with you. 
There is just one thing that I call to your attention in response to 
your tema as to the difference between this particular fund and 
an ordinary private insurance fund. As I said, this money, as it is 
paid in, probably has to be put in Government bonds. I do not know 
what else you could put it in. Theoretically, as 1 said before, I think 
the right thing to do would be to not put in new Government bonds, 
but to buy in outstanding Government bonds into these funds, so as 
to keep your total of Government bonds down. The difference comes 
about here: 

When this fund is called upon, the only Way that it can raise mone Vs 
which it will have to have, will be by the sale of Government bonds. 
So there is a little less difference in this case, whether you are selling 
Government bonds out of the fund because you built them up, or 
because you are selling new Government bonds out into the ec onomy 
because you have not built them up. Do you see what I mean? 

Mr. KING. Yes, I do. 

Secretary Humrnrey. That is a little different than it is with a 
private insurance company which has to go into the market to sell 
securities to meet its cash requirements under the same sort of 
conditions. 

Mr. Kine. Very good. 

Secretary Humpurey. There is a difference. 

Mr. Kina. Yes. 

The Cuatrrman. Mr. Boggs is recognized. 

Mr. Boces. Thank you, Mr. Chairman. 

Mr. Chairman, I had quite a few questions for the Secretary, but 
he has answered most of them, and not only that, but the Secretary, at 
least as far as I am concerned, is very disarming. He impresses me 
as being a very honorable, forthright, and courageous gentleman. 
Sometimes I think he has been handling congressional committees for 
a great many years. He has certainly been handling some kind of 
committee, Mr. Chairman. I think he makes a wonderful witness. 

I am not saying he has convinced me, however. The Secretary 
touched a few minutes ago upon the question of interest rates. I 
should like to pursue that just a moment, because involved in this 
whole thing is the question of a balanced budget. 

What is the present cost of servicing the national debt, Mr. Secre 
tarv ¢ 
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Secretary Humpurey. I think is is something over $6 billion a 
year. 

Mr. Boas. So that any substantial increase in interest rates will 
necessarily increase the cost of servicing the national debt ? 

Secretary Humpnurey That is correct. 

Mr. Boces. How many billions must be refinanced in the next 
fiscal year? 

Secretary Humpurery. I am not sure that I can give you that figure 
off the bat. We have to raise—and this is my recollection—bet ween 
9 and 12 billion in the next 6 months. That is new money to make 
up for the money we do not get in because the taxes come in unevenly. 
Duri ing the 6 months of the new year, that is the last 6 months of the 
fiscal year, the first 6 months of the calendar year, we will have a 
surplus of about $6 billion, so that if you enact this law that we ask 
you for, our net will be reduced to about $3 billion between the two 
6-months periods. That does not include the rollover or the refinanc- 
ing of obligations that come due. 

Mr. Boges. I do not want to interrupt vou, but I want to understand 
it. You have $3 billion that you have to calculate on the basis of your 
tax collections and also on your deficit anticipated, is that right? 

Secretary Humrpnurey. That is right. It is on our deficit anticipa- 
tion. ‘That will be a net. 

Mr. Boces. Now go ahead on the other items. 

Secretary Humpnurey. On the rollover items, we have large num- 
bers of bills, short-term bill that turn over every 90 days. We have 
6 months and we have yearlong debts. I think it is $150 billion that is 
under 5 years that keeps coming around, a good deal of it in a very 
much shorter period. 

Mr. Boces. What would be a rough figure, dollarwise, on the number 
of securities that the Government will have to sell within the next 12 
months, the total ? 

Secretary Humpurey. Including the refinancing as well as new 
inoney ¢ 

Mr. Boaes. Right. 

Secretary Humrurey. We have over $70 billion to refinance during 
the year coming up, and, in addition, we will probably have to borrow 
$9 to $12 billion during the next 6 months. A large part of that will 
be temporary, though, and will be paid as tax money comes in next 
spring. 

Mr. Boeas. On this billion-dollar issue—it was a billion-dollar is- 
sue, was it not ? 

Secretary Humpnurey. The last one? 

Mr. Boaes. Yes. 

Secretary Humruery. It turned out to be a billion six by the time 
we finished with it. We started with a billion but then we gave some 
conversion privileges, and there is approximately a billion six out in 
it. Total amount. 

Mr. Boces. Your average rate of interest was about three and a 
quarter ? ; 

Secretary Humpnrey. Three and a quarter. 

Mr. Bocas. And that represented an increase of about how much? 








EXCESS PROFITS TAX EXTENSION LS9 


Secretary Humpurey. You mean over what ¢ 

Mr. Boaes. Over the previous issue. 

Secretary Humpurey. Over the last previous? Well, it is pretty 
hard to tell. We have not had a 30-year issue for a long time. You 
see, when you come to estimate what your difference in interest is, 
you also have to take into account the price it goes at, and the length 
of time over which it is going to be outstanding. 

Mr. Boces. Right. 

Secretary Humpnurey. And it is just impossible, for instance, to 
compare a 12-year bond with a 30-year bond, any more than you could 
with a 90-day note. So there really is nothing that you can accurately 
compare this with. But very roughly, I would say that this is per haps 
five-eighths of a percent higher than bonds that were issued a couple 
of years ago. 

Mr. Boages. On your new issues you anticipate short-term issues and 
long-term issues, is that correct ¢ 

Secretary Humpurey. That is right. 

Mr. Boaces. Would it be fair to assume that on the new issues this 
rate of 3.25 would be about average ¢ 

Secretary Humpurey. Well, as a matter of fact I do not think right 
today that we could sell a three and a quarter percent bond in any 
large amount. I do not know whether we could sell it at all. The 
bonds are quoted a little below par. You see, your interest rates do 
not rate for a bond sale. Your interest rates are fixed every day. 
‘These bonds are traded in in large amounts every day, and you get a 
different interest rate on these bonds every day. They will vary a 
little, a 32d or a 16th, or some little amount. But they keep varying 
all the time. Yo do not have to guess what an interest rate is. All 
you have to do is read a newspaper which quotes yesterday’s market. 

Mr. Bocas. And you think the Treasury would have difficulty sell- 
ing all new issue now at the three and a quarter ? 

Secretary Humpnrey. I do not see how you could do it with these 
bonds selling at 98 or 97, 

Mr. Boces. What do you think would be required to sell the next 
issue ¢ 

Secretary Humpnurey. That 99 for this bond, you would have to 
study your tables, whether that is 3.30; it is something more than 3.25 
today. 

Mr. Boaes. Would you anticipate, Mr. Secretary, in your calcula- 
tions on the budget, and I share your apprehensions about balancing 
the budget, that there will be any substantial increase in the cost of 
servicing the national debt because of this obvious increase in interest 
rates ¢ 

Secretary Humrpurey. You say that comes about quite suddenly. 
You do not jump your interest rate on everything all at once. 

Mr. Boeeas. As long as your budget is out of balance, you are not 
retiring your national de bt, you are increasing it. So your $6 billion 
item must necessarily increase. And if you refinance issues that are 
now coming due, which now have maybe a 2- or 21 ,-percent rate, and 
you refinance at 344, 314, or maybe 4 percent—— 

Secretary Humpurey. Let’s stop at 314 

Mr. Boees. I was just trying to see where you would stop. 
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Secretary Humpurey. Well, the market will tell us where to stop, 
and it will depend very largely, Mr. Boggs, on how much deficit we 
have, and how much money we have to go to the public for and take out 
of the economy. I just want to explain this to you. I am sure you 
understand it, but it is worth repeating. 

Mr. Boaes. No, I do not. 

Secretary Humenrey. We bandy billions of dollars around here 
quite e: asily. It is easy to say billion instead of a million, because you 
just change the first letter and it slips out. But when you talk real 
money, that is quite different. The amount of money that people save 
each year, that they have for investment in savings banks, insurance 
companies, and pension funds, that is where the great amount of money 
is. The great amount of money that is saved is not the few rich people. 
The great amount of money is the savings of the people in these 
savings and loans, in savings banks, insurance companies, pension 
funds, and in all these various things. The amount of money that goes 
into those that is available for new investment is a relatively small 
amount of money. I do not know just what it is. We have tried to 
get at it. It is somewhere, as nearly as we can guess, from sixteen to 
twenty-five billion dollars, and that is all. 

That money has to be available. That is not refinancing, you under- 
stand, because in refinancing if you own a bond of mine, and it comes 
due, and I have to pay you, I have to sell another bond. Well, maybe 
the chairman will buy that, and then I give you the money. But I still 
have a bond out. So that does not change. 

The Cuarrman. I thank you for the compliment. 

Secretary Humrnrey. I am just going to sell you another one. 

Mr. Boges. Excuse me for interrupting, because this is very informa- 
tive tome. In the process you may have to pay the chairman a little 
more interest, depending upon the market. 

Secretary Humenrey. That is right. But if I have a bond out that 
you own, and I have a deficit, then I have your bond out and I still have 
to sell another one to the chairman. So then I have two bonds out. 

Mr. Boces. Right. 

Secretary Humenrey. That means that I have to reach in to get new 
money. There is no change when I just refinance your bond, because 
the thousand dollars that I pay you goes back into the economy as I 
take the thousand dollars away from the chairman for the bond. But 
when I havea deficit, your thousand dollars is still invested in my bond, 
and I have the chairman’s thousand besides. And that is out of the 
economy. Now, he cannot buy a bond then or lend any money. He 
cannot buy a municipal bond. He cannot go for street improvements 
or for city improvements or State improvements. He cannot turn 
in to help with corporate improvements or corporate expansions. That 
thousand dollars is not available for any of those things, because I 
have taken it. 

Now, if I step into the market—the Government, and I am the 
Government—if the Government steps into the market, and takes 
this money out of the market, too much of this money out of the market, 
it stops to make up a deficit, you see it stops improvements, municipal 
improvements, State improvements, coporate improvements, all along 
the line. None of those fellows can have that money because the 
Government took it away from them, do you see. So the Government 
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can very soon, with the tremendous debt we have, if we went into 
refinancing, or if we went into big deficits, and went into putting those 
in long- term bonds, we could very soon dry up the market and shove 
the interest rates up and stop all these other people from having 
money to spend. It would take it all away from these fellows, the 
States, municipalities, the governments and the local governments, 
and the businesses. So when we have a deficit, we are in a very 
difficult position, because we either have to do that and go in and 
sell long-term bonds and take the chance of drying up all this other 
expenditure and getting in trouble with all of them; and not only that 
but competing with all of those people for this money, which means 
we have to keep paying more and more and more because we are taking 
it away from them, and the only way to take it away from them is 
to pay more. That is the only way. We are pushing up this interest 
rate all the time, and stopping these other things. If we do not do 
that, what is the other alternative ¢ 

Mr. Boaes. Tax. 

Secretary Humrurey. Taxes? You do not have a deficit. I am 
talking about finance ing a deficit. The other alternative to pay the 
deficit is to go out and put out short-term paper which goes into the 
banks, which expands the credit, which runs into inflation, and we 
go back and have to put on controls and everything else because we 
are on the inflationary spiral, and the value of the dollar goes down. 
That is the way we pushed the value of the dollar down over the last 
10 or 15 years from a dollar to 50 cents, where it is today. If we should 
keep it up, if we kept up financing on that same basis, it would not be 
iong before we would have this dollar down to a quarter. It just has 
to be stopped or you are not going to stop this inflation. 

Do you see what I mean ? 

Mr. Boges. I see. But in connection with your answer, and it was 
very helpful, even the program that you have recommended to this 
committee still does not give you a balanced budget, does it? 

Secretary Humpurey. No, but it is helping it. It is going as far 
as we think we dare go at this time toward it, and we believe we 
will come pretty close to making up the difference by savings, which 
is the real way to stop it. 

Mr. Boces. But in any event, you still contemplate insofar as 
fiscal 1954 is concerned a deficit ? 

Secretary Humpnurey. That is right. A small deficit which we hope 
to level out by the end of the year. 

Mr. Boas. That is, provided the Congress gives you this legislation. 

Secretary Humpurey. That is right. There are just two ways to 
fix a deficit: One way is to tax higher, and the other way is to spend 
less. We would rather spend less. 

Mr. Bocas. Do you feel, if you do not get this legislation, that rather 
than these policies which you have just ‘expounde ‘d go into effect, that 
the reverse will occur, that the inflationary pressures will exert them- 
selves more forcibly ? 

Secretary Humpurey. Mr. Boggs, you never know what straw 
breaks the camel’s back. I cannot tell you that the difference between 
sound economy and going back to the inflation whirly-gig is this par- 
ticular extension for 6 months of this bill. All I can say is that is 
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another straw on the camel’s back, and a very large straw at the present 
time. 

Mr. Boces. Mr. Secretary, frankly I am very much concerned about 
this excess-profits tax. Mr. Curtis expressed pretty much my feelings 
about it. You have said, and it has been rather persuasive, that the 
extension of it will not have a very great effect because the tax has 
already been in effect for 6 months in the year, and the corporations 
must conte nd with it anyway. 

Secretary Humpurey. That is right. 

Mr. Boces. That is only true, is 1t not, in the case of a corporation 
which operates on a calendar year 

Secretary Humpnrey. Well, it is wholly true of about 75 or 80 per- 
cent of the corporations which are on a calendar base. It is partly true 
with respect to the rest of them, bearing upon the extent to whic +h they 
are in and out. 

Mr. Boces. A corporation paying an excess-profits tax on a fiscal 
year, allowing the tax to expire on June 30, they would not have any 
incident of excess profits insofar as their fiscal year beginning on 
July 1, is that correct ¢ 

Secretary Humpurey. If it was a July 1 year, it would wash out. 
That is right. 

Mr. Boces. Do you have any figures showing how many corporations 
which pay excess-profits tax are on a fiscal year rather than a calendar 
year! 

Secretary Humpnrery. The best estimate we can make, and I think it 
is pretty close, is that between 75 and 80 percent are on a calendar year 
base. 

Mr. Boees. The ones that pay excess tax ? 

Secretary Humpnrry. Yes; all corporations. 

Mr. Boces. To some extent, at least, certainly in the case of the 
corporations on a fiscal year basis, even extending it 6 months will 
affect their fiscal year into 1954, will it not ? 

Secretary Humpurey. That is right. You can imagine a case where 
his fiscal year expired May 31, and you would be carrying him quite 
a long way. 

Mr. Boces. That is right. 

Secretary Humpnrey. You might hit some special isolated cases that 
would carry you a long way. 

Mr. Boces. In other words, there are also cases that would be af- 
fected by the extension of 6 months, but not as many as in the reverse 
situation. 

Secretary Humpurey. That is right, nowhere near as many. I 
imagine, Mr. Boggs, that you would find that perhaps the fellow who 
expired May 31 would be offset by the fellow who expires July 1. In 
others words, there would be some that would get out clean and there 
would be some that would carry way forward. But that would be a 
very small percentage of the total. 

Mr. Bosas. In the light of the fact that you anticipate submitting 
recommendations to the C ongress by January 1, or January 3, on the 
tax structure generally, why do you feel that it is nec essary for the 


Congress to act at this time on these expiration dates which do not 
occur until next April? 
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Secretary Humpnurey. Well, I think it is desirable to just clean the 
slate and start fresh when we get there. 

Mr. Boaés. So that you start with everybody being equal! 

Secretary Humenrey. That is right. 

Mr. Boees, That is all, Mr. Chairman. 

Mr. Kean (presiding). Mr. Secretary, before you go, I just want to 
make one comment on the questioning ‘of you by Mr. King. I agree 
so thoroughly in Mr. King’s position. I believe that the request of 
the administration to not have the normal increase in the social-se- 
curity tax is a great mistake unless we can keep the social-security 
system in some what of an actu: wially true basis. We know it is only 
guesswork. There can be billions of difference in what is a true, ac- 
tual base. But unless we do it is going to be very hard to resist the 
groups that are continually asking for more and more payments, 
They have good cases, the women that want to retire at 60. It isa 
good case. The fact that they ought to get more money now than 
the $80 a month. They are good cases. ‘There are a lot of requests 
that are good cases, and the only answer that I have been able to make 
to them is that if they use that money, if that money is used for that 
purpose, that it is going to throw the whole system actuarially out 
of balance, so that you would have to increase the tax. 

Secretary Humpurey. I cannot take issue with your point, Mr. 
Kean. The only thing I can say is that it is a matter of guessing, if 
you please. It is hardly judgment. That is as to whether you are 
more subject to a tax if you build that fund up high and say let's break 
it up, or if you have a buffer. In other words, there is some place 
where a buffer is what you want that is more insulated from attack 
than too much would be, and you certainly do not want it to be too 
little. So where you are, I could not say. 

Mr. Kean. Under the present schedule, the trust fund would rise 
at some future date to a figure almost of $100 billion. That is a very 
large sum of money. 

Secretary Humpurey. That is right. Would that be more subject 
to a tax? 

Mr. Keane. With that, the interest on that money would take care 
of some of the obligations that we are promising now, that we will 
have to meet in 1970 and 1980. If we do not have that interest, the 
Federal Government is going to have to step in and pay out of the 
general funds of the Treasury a certain portion of the social-security 
benefits, because you could not put the tax so high on the employer 
and employee. So it is a very important decision. I do not think it 
is one that should be made without very deep thought as to what our 
future should be. 

Secretary Humpnrey. I certainly agree to that. That is the reason 
why I suggested that you split this up. The problem is could you 
protect the hundred billion if you had it, or would it be dissipated ? 

Mr. Kean. Yes, there are two sides to the question. 

Secretary Humpneey. It is a serious problem, a very serious prob- 
lem. 

Mr. Kean. Mr. Dingell would like to ask a question. 

Mr. Dincetn. Mr. Secretary, I know you have been detained unduly 

Secretary Humpurey. I am glad to be here, Mr. Dingell. 
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Mr. Drncevi. I am going to ask three very important questions. 
I am going to give you time to answer them thoroughly, and com- 
pletely. The first has to do with excise taxes and the recommendation 
about the cut or the freezing of the taxes in social-security, and one 
other question. 

[ made some notes here, a ndI am going to ask the minority adviser, 
Mr. Chairman, to read my three questions. Then you can deliberate 
on them because this will be a guide to me as to what I can do for 
excise taxes, and some of the discussions rel: ating to why we cannot 
have a ral sales taxes, asked by my good friend from Illinois. 
Well, I am one of the reasons why you are not going to have Federal 
excise : ixes without steamrolling over me. I have been here for 20 
years on guard, and I am going to have my buckshot ready for any- 
one who proposes a sales tax. 

Mr. Leo Irwin (reading) : 


For my part, it would serve as a guide as to what I might do now if you 
would disclose what you might have in mind as to the excise taxes which auto- 
matically expire in April 1954. Do you plan recouping this revenue loss with 
a general sales tax? 

What do you have in mind as regards superseding of the recommended social- 
security-tax freeze at present levels of 11%4 instead of 2 percent, provided for 
in the law for January 1? 

Do you contemplate absorbing the $18 billion reserve built up since the sys- 
tem was established by reenacting the liberalized features of the social-security 
law, or do you plan on cutting out these liberalized features placed in the law 
by the Truman administration in the 82d Congress, thus nullifying the added 
benefits to the millions of beneficiaries covered by the system? 

If you cut the tax increase, that is, freeze it at its present level without re- 
ducing the benefits, you will eventually bankrupt the system, according to the 
best actuarial calculations. The increase in the tax and the increased benefits 
go together with permanency and solvency. 

I must know what the Eisenhower administration intends to do with and 
about social security before I make any move about the President’s proposals. 
I am one reason, I will say to my friend from Illinois, Noah Mason, why there 
will be no Federal sales tax imposed upon the people. It will become a law 
only over my dead body. 

Any freeze or cut in social-security taxes which will even remotely harm the 
plan I have worked for all these years, faces the same opposition on my part. 
It shall not pass so far as I am able to prevent it. 

Now, Mr. Secretary, What are your views on these two questions: excise tax 
repeal and what do you propose as a replacement for the revenue loss, and the 
repeal of the increase in the social-security tax on January 1, 1954? 


Mr. Drnce.u. There is one more question, and then you can take 
your time to answer, Mr. Secretary. 
Mr. Leo Irwin (reading) : 


You have previously indicated that excess-profits taxpayers should not be 
given relief until relief can be provided for those subject to excises. Since you 
have said that you will not ask for an extension of the excess-profits tax beyond 
January 1, does this mean that you will propose excise reductions as of Janu- 
ary 1? 

Secretary Humeurey. I will answer the last one first, Mr. Dingell. 

Mr. Dinceti. Do you want to answer them now / 

Secretary Humpnrey. I can answer them now. I can answer as 
much as I can answer right now. 

Mr. Dincetu. We are liable to get into a tangle here and we will be 
here until 4 o’clock. 

Secretary Humrnrey. No; I do not believe we will. The last 
question you asked is when we expect to have some recommendation 
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with respect to the excise taxes. We expect to have those early 
January. We expect to come in here with a bill proposing whatever 
we are going to propose with respect to excise taxes at that time. 

Mr. Dincevy. That is in January. But I want to know what you 
have in mind now. 

Secretary Humenurey. Your last question just relates to the matter 
of time. The excess-profits tax will expire the 1st of January, the 
income tax, individual-income tax will go down the Ist of January, 
and we will be in here with a bill on the 3d day of January, making 
an indication of what we propose for the rest of the changes. 

Now, then, as to the other questions—— 

Mr. Dincei.. You did not answer my first question. 

Mr. Kean. He said he was going to answer the third one first. 

Secretary Humrurey. The last one was what | answered first, and 
which relates only to timing. 

Now, as to the merits of your question, which relates to whether or 
not we are going to propose a sales tax or what we are going to do about 
excise taxes, What our determination with respect to those things is 
voing to be. All I can say to you, Mr. Dingell, is that we are studying, 
is L said before, with your representatives, with all of these other rep 
resentatives, we are studying those questions carefully, and we will 
not be prepared to reach a conclusion until the 3d of January. 

Mr. Dinceix. In other words, you could not tell me now what you 
propose to do if we eliminate the excise taxes or continue them. If we 
follow the recommendation made by the President to continue the 
excise taxes at present in the law, under the 1951 tax bill, you do not 
know what we will do, or what will be your recommendation. 

Secretary Humpurey. That is not effective, Mr. Dingell, until April 
1. We will be in here on the 3d of January with proposals, long 
before April 1, so that you will have ample time to discuss the 
situation. 

Mr. Drnceti. I know, and I do not want to dwell too much on one 
side or the other on that particular question. But I would lke to know 
what you have in your bonnet, because you are going to have something 
to do with this. 

Secretary Humpnrey. I wish I could tell you what I have in my 
bonnet. I have a peculiar habit, I think, Mr. Dingell, and I told you 
the first time I was here. I do not make up my mind on what I am 
going to do until I get all the facts I can get. 

Mr. Dincex. I have a very high regard for your opinion. 

Secretary Humpurey. When I get all the facts I can get, and cannot 
get any more facts, I will make up my mind and I will tell you what 
I think. Then you can take it or leave it, but it will be what I think. 

Mr. Dineen. Will you do me just this favor? It will be of record 
the same as it is now. Why do you not agree, and I am sure you will, 
to give me the answers to these three questions in writing. 

Secretary Humpnrey. I will give them to you on the 3d day of 
January, and they will be in writing. I will not make up my mind 
until the 3d day of January, and on that day we will have a written 
report for you. 

Mr. Drxeeti. Look where that puts me, in my position. If at pres- 
ent I want to go along with you, I cannot do so because you won't tell 
me of your future plans until the 3d day of January. Well, L will have 
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voted on the present tax proposals now, with my friend Dan Reed, 
or against him. 

Secretary Humpnrey. You have not done anything that affects you 
in any way. What you do with the excess-profits tax has nothing to do 
with these other things at all. 

Mr. Dinceii. Yes; it does with me. 

Secretary Humriurey. How would it? 

Mr. Diner. Because I want these excess-profits taxes to expire. 

Secretary Humrurey. Well, they will expire December 31. 

Mr. Dincetxi. Yes; if we extend them to that date. 

Secretary HHumpurey. They will, and you will not be harmed in any 
way whatever. 

Mr. Dineeiti. Without any advance notice I will get word in your 
speech before the committee shortly after the lst of January, then, 
what you think as a substitution. 

Secretary Humprnurey. Not for the excess-profits tax, because that 
is out. 

Mr. Dineen. It will be out then, as I say. 

Secretary Humeurey. That is right. 

Mr. Drneeit. But you will come here and might make a proposal, 
then, to substitute excises with a uniform general sales tax, either on 
the manufacturer’s level or on the retail level. 

Secretary Humpurey. I do not know what it will be. 

Mr. Dineen. That will just put you and me right on a mat, and 
with your added weight I do not know who is going to take the lick- 
ing. Iam going to try and show you I am going to bea bobeat about it. 

Secretary Humpurey. I hope we will not be in difficulty. 

You can see why it perfectly reasonable and fair. I cannot answer 
those questions without some study and without some thought. And 
your crowd cannot. You have been studying this for many, many 
vears. You have made up your mind. I have not made up my mind. 
You do not want me to guess ahead of time and then be in trouble. 

Mr. Dinceii. I am going to try to make a convert out of you by 
telling you the story of sales-tax inequity comparing the bachelor to 
the family man. 

Take as an illustration a family man who has 1 youngster and a wife, 
and we will say he annually buys 3 pairs of shoes. Under the Demo- 
cractic administration he used to buy 6 pairs. 

The Cuamman. They did not wear too long. 

Mr. Dineevw. Let us say he will buy each 1 pair of shoes, and that is 
3 pairs of shoes. Another family with 9 kids, a wife and the bread- 
winner; that is 11. They buy each 2 pairs of shoes; that is 22 pairs 
of shoes. That takes an awful lot of excise taxes out of the guy that 
has the least or has the biggest load in family responsibilities. 

Then take the bachelor. The son-of-a-gun gets away with just buy- 
ng 2 pairs of shoes for himself—no kids and no wife. So you can 
see in that example, without any tearjerking on my part, that it is just a 
sales-tax inequity and, moreover, you are taxing a product instead of 
the profit made on it. 

I have always gone on the theory that when you tax the profit you 
are sound. You tax the product, and you are all wrong. So, I have 
been an uncompromising opponent of all sales taxes in any form. I 
think they are an abomination. Of course, I feel very keenly about 
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niv soci al-security efforts here since 1935. I would like to know whether 
somebody is going to want to reduce the benefits which we voted in 
this last Congress, or whether you want to go along and leave them 
where they are and draw on the reserve until it is gone and thus bank- 
rupt the system. 

Secretary Humpnurey. There is no such suggestion, Mr. Dingell. 
There is no such suggestion at all. 

Mr. Dincevt, There is nothing in the wind at all of that kind: that 
you are going to maintain the benefits while cutting the premium or 
taxes. 

Secretary Humpnrey. No such suggestion is being made or contem 
plated in any way at this time. 

Mr. Drncei. I hope, despite this rather innocuous debate, I could 
have brought out more, but we are just too friendly with each other. 
We ought to use our bare knuckles. But I will wait until January 
and see what you have to say. 

The Cuatrman. Mr. Simpson will inquire. 

Mr. Dineeti. Thank you. Mr. Secretary. 

Mr. Srupson. I was not sure whether John knew, Mr. Secretary, as 
a part of our present consideration we have a question of extending the 
excise taxes that are to fal] off next vear. He might have forgotten 
that. They are to be extended in this bill. Is that your wish? 

Secretary Humrnrey. That is the suggestion; yes, sir. 

Mr. Simpson. I just have a short question or two. 

What is the prospective deficit for fiseal 1953 and 1954 without 
extending the excess-profits tax ¢ 

Secretary Humpnrey. Well, the prospective deficit for the 1954 
budget; that is what you are talking about. 

Mr. Stmpson. I mean the 1954 and 1955 budget. 

Secretary Humpurey. Well, 1954 we will stick to for a moment. 
The estimated deficit for the 1954 budget is $6.6 billion, without the 
excess-profits tax or anything else being done. For 1955, if this bill 
that we ask for is passed and nothing else is done, there will be an 
additional loss of approximately $4 billion in tax for the following 
year, which would make the deficit, if nothing else was done, $10 
billion for 1955. 

It is not two deficits that we seek to reduce. We seek to reduce 
the $6.6 billion by a billion dollars which we are asking for from 
you gentlemen in this bill, which would reduce it to $5.6 billion, and 
then we hope to reduce that and expect to reduce that by cutting 
out expenses before we get to June so that we will be down there. 
Then, when the first Eisenhower budget comes in, we hope to present 
to you a balanced budget for the year of 1955. That can only be 
accomplished by very large reductions in expenditures, and you can 
only make those large reductions in expenditures by a very careful 
study and rearrangement and redoing of a lot of plans. You cannot 
do it just by cutting out fat. You have to cut out the fat, the waste, 
and you have to rearrange your plans. 

Mr. Stupson. Where are we with respect to the cash expenditures 
in the forthcoming budget, 1954? 

Secretary Humpnrey. You mean if we take the money out of 
the funds ¢ 

Mr. Simpson. No, I mean have we cut the anticipated spending. 
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Secretary Humrurey. We have cut the anticipated spending $414 
billion. 

Mr. Smurson. Down to what? 

Secretary Humpurey. $74 billion. It was $78.5 billion in the Tru- 
man budget. That has been reduced $414 billion to $74 billion. 

Mr. Sruprson. The $78 billion in the Truman budget was the ex- 
penditures ? 

Secretary Humpnrey. $78.5 billion. 

Mr. Stmpson. And that you compare to the $75 billion. 

Secretary Humrnurey. $74 billion. That is $414 billion down. The 
forward commitments, which were $72 billion in the Truman budget, 
we have cut from 8 to 10 billion dollars. It is 814 right now, and I 
think it works out to between 8 and 10. That is what really begins to 
cure the difliculty. That is, cutting down on the materials that have 
been bought c. o. d. 

Mr. Stmpson. There is one other thing that I am sure troubles every- 
body on the committee. That is if I, for ex: imple, am persuaded with 
respect to a given company that its financial picture is very bad as a 
result - the excess profits tax because it was a growth company, that 
four or five hundred men are going to lose their jobs, how can it be 
et that I could justify voting for excess-profits tax extension 
without relieving that company or others caught in that same boat. 
How can I do it? 

Secretary Humenrey. Well, let’s take Mr. Curtis’ companies. You 
are going to put a lot of people out of work, too, if you do not act, and 
yet you cannot. We have to have this money. We have to raise money. 

Mr. Srwpson. But you are not going to get money out of that 
fellow that goes out of business. 

Secretary Humrurey. But you are not going to get money out of 
anybody if we keep running these deficits and running the dollar 
down. There is nothing more important than that. If you want to 
stop business and stop it completely, turn this thing into this whirly- 
gig that we have been in. I donot believe, Mr. Simpson, that anybody 
can come in here and honestly show you that because he has to pay 
an excess-profits tax he is going to put 400 men out of work. That is 
baloney. He has made money. About the excess-profits tax, some- 
body said the other day that it took all of his income. That is not 
true. Nobody can take all of their income. All he will have will be 
more income left to him, that is all. 

Mr. Srupson. Are you suggesting it is a good tax? 

Secretary Humpnurey. No; I am not suggesting. All I am saying 
is that if anybody tells you he has no income left, he is not telling 
youa fact. Anybody that tells you he has to put 400 men out of work 
if he has to pay his tax I do not believe. 

Mr. Srmreson. Suppose a man comes to you and persuades you that 
under an interpretation of the law intended to give relief to a cor- 
poration, a series of corporations, he is penalized to the extent of a 
half-million dollars, would you put something in to protect that man? 

Secretary Humpenrey. Not any more than I would the other fellow. 

Mr. Srupson, I think the provision was put in the law to relieve a 
big group of our industry. He is not in that particular group of 
industry and they apply that law to him with no intention of taxing 
him at all and he is taxed. What would you do to relieve him? 





EXCESS PROFITS TAX EXTENSION 199 


Secretary Humrnrey. What do you mean by that? 

Mr. Stmpson. I mean the case where the law was intended to relieve 
a group of our industry and this company was not in that particular 
group of the industry and they are interpreted to be taxed a half 
million dollars under what was put in the law as a relief provision. 
Everybody else gets relief out of it but this company does not. 

Secretary Humpeurey. Why does it not? It is pretty hard to pass 
on a case without knowing what the facts are. 

Mr. Srupson. I am sure you will be told and then I would like to 
know what to do about it. 

Secretary Humpnurey. Fine. I will be very glad, Mr. Simpson, to 
know the exact facts. 

The Cuatmrman. Are there any more questions? 

Mr. Byrnes. Mr. Secretary, I asked you for those under $250,000 
income who were paying this 11 percent of the overall revenue from 
the excess profits. 

Secretary Humenrey. That is right. 

Mr. Byrnes. Do you have those figures ? 

Secretary Humpnrey. No; they are being prepared and will be 
brought up to you. 

Mr. Kean. Can we have that sent to all members of the committee? 

Secretary Humpurey. Yes; we will have that sent to everybody. 
We will get it just as quickly as we can. 

The Cuatrman,. Mr. Secretary, I believe you stated in your direct 
remarks the other day, perhaps in response to a question, that you 
would be opposed to any relief provisions included in this bill; 
that right? 

Secretary Humpurey. I think that is right, Mr. Reed. 

The Cuarrman. I think you responded to Mr. Cooper to that effect. 

Secretary Humpnrey. I think that is right. I think you start 
amending it and changing it; you would be doing the same thing you 
would be doing otherwise. I'think to start out doing piecemeal is a 
good thing for the few people you give relief to, it is a very unfair 
thing for the hundreds of people that you hurt. 

The Crarman. Mr. Secret ry, for the record and no reflection on 
you—perhaps it will turn out to be a matter of real distinction—but I 
believe you are the only Secretary of the Treasury in the history of 
the country that has asked for an excess-profits tax during a period 
when we were not in an all-out war. Secretary of the Treasury Glass 
in his report for the fiscal year ending June 30, 1919, after the end of 
World War I, made the following statement: 

The Treasury’s objections to the excess-profits tax, even as a war expedient 
* * * have been repeatedly voiced before the committees of the Congress. Still 
more objectionable is the operation of the excess-profits tax in peacetime, It en- 
courages wasteful expenditures, puts a premium on overcapitalization, and a 
penalty on brains, energy, and enterprise, discourages new ventures, and con 
firms old ventures in their monopolies. 

Secretary Houston in his report for the fiscal year ended June 30, 
1920, urged the repeal of the excess-profits tax. 

The reason for the repeal of the excess-profits tax should be con 
vincing even to those who, on grounds of theory or general political 
philosophy, are in favor of taxes of this nature. The tax does not 
attain in practice the theoretical end at which it aims. It dis- 
criminates against conservatively financed corporations and in favor 
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of those whose capitalization is exaggerated; indeed, many over- 
capitalized corporations escape with unduly small contributions. It 
is exceedingly complex in its aplication and difficult to administer, 
despite the ‘fact that it is limited to one class of business cone erlis, cor- 
porations. 

Secretary Mellon in his letter to Hon. Joseph W. Fordney, chair- 
man, Committee on Ways and Means, said: 


The excess-profits tax is artificial and troublesome. Taxes of this extreme 
character are clogs upon productive business. 


Secretary Vinson in the hearings before the Committee on Finance 
in the Revenue Act of 1945 said: 


Since the basic objective of the tax reduction at this time is to achieve and 
maintain a high level of employment and national income, our primary con- 
cern must be the removal of obstacles to the rapid reconversion and steady ex- 
pansion of business enterprise. I consider the excess-profits tax to be a particu- 
larly important obstacle to business expansion, and I suggest its outright repeal 
effective January 1, 1946, instead of retention until January 1, 1947, as provided 
in the House bill. 

The excess-profits tax was necessary during the war, not so much as a source 
of revenue—although the yield has been large—but rather as a control measure 
to prevent war profiteering. It is the fixed policy of this administration that 
every war control over American business and American life shall be dropped 
as soon as conditions make it possible to do so. A long list of controls has 
already been dropped and many more are going day by day. 


So that notwithstanding all of that testimony of these former Sec- 
retaries of the Treasury, you still are here to urge us to adopt this 
mmoral, iniquitous—and I do not know how many other adjectives I 
might use—law that has been brought out here? 


Secretary Humpurey. Mr. Chairman, if we were considering this 
anew, and you did not already have the law, you could list me with 
those distinguished predecessors. But so long as we have the law, for 
the reason I have told you many times, whether I am famous or 
infamous, there is one thing you can always depend on, I will be here 
telling you what I believe is right, regardless of what happens to me. 

The Cuamman. Mr. Secretary, I think I express the sentiment of 
the committe when I say to you you have made a very fine appearance, 
you and your associates. We have been glad to have you here. Of 
course, we respect your opinion and your point of view, as I know 
you must respect our sincerity in our point of view. 

Secretary Humrurey. That is correct. 

The Cuarrman. If there are no more questions, we will proceed to 
the next witness. 

Secretary Humrnurey. I am very much obliged to you and I thank 
you all for being so patient. 

The Cuairman. Mr. Secretary, would you please be kind enough 
to notify Mr. Folsom that we would like to have him appear here for 
some questions ¢ 

Secretary Humpnrey. Have him tomorrow ? 

The Cuarrman. That will be fine. 

Secretary Humpurey. Yes, sir. 

The Cuarrman. I have received three letters from American busi- 
nessmen expressing concern over the possibility of an extension of the 
excess-profits tax beyond its present expiration date of June 30. 
Without objection, I would like to insert them in the record at this 
point. 
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The first letter is from Mr. Wayne Belden, executive vice presi- 
dent, Ajax Flexible Coupling Co., Inc., of Westfield, N. Y.; the see- 
ond letter is from Mr. J. R. Fain, president of the City National Bank 
of Winston-Salem, Winston-Salem, N. C.; and the third is from Mr. 
George I. Long, vice president and general manager of the Ampex 
Electric Corp., of Redwood City, Calif., who asks that his statement 
be furnished the members in lieu of his personal appearance. 

(The letters follow :) 

WESTFIELD, N. Y., June 1, 19538. 
Hon. DANIEL A. REED, 
House Office Building, 
Washington 25, D. C. 

DEAR Mr. REED: We wish to go on record as favoring the expiration of the 
excess-profits tax on June 30, as now provided by law. 

We are a small manufacturing company employing 75 or 80 people. Our 
gross annual business is between a million and a million and a half dollars. 

As such we do not have access to the public money markets, and the existence 
of the excess-profits-tax law has interfered with our gross and colored our plans 
considerably. We have been forced to borrow money for expansion on a product 
that is used in all industry, and in many cases on various kinds of war materiel. 

It is our feeling, as it is yours, that the excess-profits tax is unfair and is 
stopping the normal growth of many small companies under the excuse that 
such growth would not take place except for war. This is a fallacious position, 
and such growth as we have had, which has been fairly substantial, and such 
as we see coming, if we are able to finance it, would take place regardless of war 
or defense activities. 

It is our opinion that the small amount of lost revenue involved is insignificant 
compared to that much greater amount that could be saved by jadicious spending. 

Sincerely yours, 
AJAx FLEXIBLE CoupLine Co., INc. 
WAYNE BELDEN, 
Executive Vice President. 


THE CiTy NATIONAL BANK OF WINSTON-SALEM, 
Winston-Salem, N. C., June 1, 1958. 
Hon. DANIEL A. REED, 
United States Congress, 
House of Representatives, 
Washington, D. C. 

My Dear Mr. Reep: In the consideration by you and your committee on the 
extension of the excess-profits tax, may I write to you as a small country bank? 

As a small banking institution we are continually pressed by the Comptroller 
to build up surplus and reserves to protect the inflated dollars owned by our 
depositors. It is simply impossible to build up the necessary capital funds of 
our bank so long as the excess-profits tax exists. It is an unreasonable tax; it is 
confiscatory and certainly stifles the growth and progress of business. I sincerely 
hope the tax will expire on June 30, 1953, and never be considered again by our 
United States Congress. 

I am enclosing to you a copy of my letter written in March to the Honorable 
Clyde R. Hoey which gives you the tremendous cost in taxes for the year 1952 
I am also attaching an editorial written by David Lawrence. It is certainly an 
established fact that our foreign policy to defend the world that has been carried 
on for the last few years will mean the destruction of every business enterprise 
and, in the end, the insolvency of America. Therefore, I believe the excess-profits 
tax should be cut out and extravagant expenditures stopped. 

Thank you for your consideration. 

Yours very truly, 
J. R. Far, President. 
85078—58———14 
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STATEMENT IN LIEU OF PERSONAL APPEARANCE 


‘The Honorable DaNiet A. REED, 
Chairman, Ways and Means Committee, 
House of Representatives, 
Washington 25, D. C. 


PURPOSE OF STATEMENT 
ro urge that the excess-proftits tax law be discontinued on June 30, 1953. 
HISTORY OF COMPANY AND NATURE OF OPERATION 


Ampex Electric Corp. was founded in 1946 for the purpose of making light- 
weight electric motors and generators. In 1947, it became interested in the 
development of a new product, namely, a high-fidelity magnetic tape recorder. 
This machine was originally conceived as an improved recording mechanism for 
use by recording companies and radio stations. The product was introduced 
commercially in the summer of 1948. The reliability of the machine and its 
ability to record all kinds of electrical information with great accuracy, and 
simultaneously in multiple channels, gave this new device unusual industrial 
significance. 

The unique advantages of this new recording technique resulted in a wide- 
spread demand for installations in varied manufacturing plants and laboratory 
facilities throughout the country. While a portion of the demand has been for 
equipment of military end-use, the overall demand has been of such proportions 
as to indicate that the growth would have been even greater in the absence of the 
Korean war situation 

Financial figures 


In thousands of dollars] 


Profit 

before Normal Excess- 
Federal | and sur profits 
income tax tax 
taxes 


Total |Net profit 
Federal | retained 
income for 

taxes growth 


Number 
of em- 
ployees 


Denotes red figure 


The maximum 18 percent excess-profits tax applies regardless of any relief 
alternatives presently in the law. 


Capital and indebtedness, Apr. 30, 1953 
Bank loan ; ae i $275, 000 
Debentures____--~-- is adleieds 650, 000 
Advances by stockholders ascael : 185, 000 


Total indebtedness —_--- oa care 1, 110, 000 
Capital and surplus . ; : 355, 000 


Total , PE bd aia 1, 465, 000 
OBSERVATIONS 


(1) Total sales for the past 6 years amounted to $7,508,000 and a profit of 
6.83 percent on these sales, or $514,000, was realized during the 6-year period. 

(2) From the $514,000 earnings in 6 years, $248,000 was required to pay the 
normal tax and the surtax, leaving $266,000. Under the existing excess-profits 
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tax law, these earnings were considered excessive, and an additional excess 
profits tax of $95,000 has been levied against the company. There remains 
only $171,000 in net earnings for 6 years, or 2.28 percent of sales, and this is 
what has been left to finance the growth of our company and attract new capital. 
Annual sales have increased from $135,000 to $3,351,000 during the period. 

(3) Circumstances have forced the company to adopt the questionable finan- 
cial policy of financing its growth through heavy bank and other borrowings 
rather than permitting it to follow the sounder policy of obtaining capital from 
retained earnings and the sale of equity securities. 


CONCLUSION 


The excess-profits tax law has unfairly penalized our small company and 
has prevented its growing on a proper and sound financial basis. Retained 
earnings are obviously inadequate to finance the natural development of the 
company and there is little incentive for new capital to risk the uncertainties 
of a young venture when the tax laws discriminate against it and favor the well- 
capitalized, seasoned companies who are permitted to carry proportionately 
lighter tax loads. 

We respectfully urge the long-overdue termination of this discriminatory and 
un-American law on June 30 next. 

GerorcE I. Lona, 
Vice President and General Manager, Ampeg Electric Corp. 

The Cuairman. The committee will hear this afternoon Raymond 

Pitt, president, Elcen Metal Products Co., Chicago, II. 


STATEMENT OF RAYMOND G. PITT, PRESIDENT, ELCEN METAL 
PRODUCTS CO., CHICAGO, ILL. 


Mr. Prrr. My name is Raymond Pitt and I am president of the Elcen 
Metal Products Co., Inc., of Chicago, Il. 

Our company manufactures steel pipe hangers and supports used 
in industrial piping in powerplant installations. They are used by 
chemical plants; oil refineries ; steam plants, and in the plumbing, heat- 
ing and electrical trades. 

We employ approximately 100 persons and do somewhat in excess 
of $1 million of business per year, which makes us a small company. 

Our company was organized in 1941 and I joined it on returning 
from the service in 1945. During this period, 1941 to 1945, as might 
be expected, our company made little growth or profit due to war 
restrictions on civilian goods. 

Our business is highly competitive and most of the competitors are 
considerably larger in size and scope of operations than we are. 

In 1949 our sales were slightly in excess of one-half million dollars; 
net income before taxes was $82,500; and Federal income taxes were 
$31,400. The balance of $51,100 represented our net income after taxes. 

Since 1949 our sales have substantially doubled and in the fiscal year 
ending February 1953 amounted to approximately $1,100,000. Due to 
competitive forces, our net income before taxes did not double as was 
the case with sales, but increased by about 50 percent to $129,000. 
Federal taxes on income however almost eee: in the interval be- 
tween 1949 and 1953, standing in the latter year at approximately 
$82,000 and leaving us, net after taxes, only $17,300, which is a little 
less than the « orresponding figure 5 years earlier of $51,000. 

During 1951 to 1953 our little company has paid a total of about 
$40,000 of excess- profits tax in addition to about $130,000 of regular 
income tax. This additional excess-profits tax we could ill afford to 
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4 iv because we needed that money urgently to provide adequate plant 
facilities, equipment, and working capital. 

As an illustration, our net worth increased during the 5-year 
period from $68,000 to $254,000, an increase of $186,000, Require- 
ments for additions to plant and equipment consumed $174,000 of this 
increase in net worth, leaving only $12,000 as an addition to working 
capital during the 5 years, 1948 to 1953. This was utterly inade quate 
as indicated by the fact that during the same period our inventories 
alone had increased by $150,000. 

As a result of the foregoing, we were forced last year to borrow 
$60,000 by a mortgage on our real estate and buildings. In addition, 
we have accrued Federal tax liabilities at the present time of approxi- 
mately $48,000 which we will have to pay out of future earnings or 
make another trip to the banks, since no cash, as already seen, is avail- 
able for tax payments. 

Our position, which many will call precarious, could become grave 
if the excess-profits tax is not permitted to expire as originally planned 
on June 30 of this year. 

Our employment has increased about 214 times since 1949. We 
have 2 new products engineered and ready for produetion which 
would increase our workers by 25 percent. However, our financial 
advisers have told us that we might as well forget these new products 
until after the expiration of the excess-profits tax, because so long as 
that tax continues we cannot finance the additional capital required. 

The CHarmman. We thank you very much, sir, for your appearance. 

Mr. Prrr. Thank you, Mr. Chairman. 

The Cuamman. Now, Mr. Holbrook, I hope we will not interrupt 
you next time. We are glad to have you here. 


STATEMENT OF JOHN K. HOLBROOK, SECRETARY AND COUNSEL, 
ALLIED CONTROL CO., INC., NEW YORK CITY 


Mr. Horsroox. My name is John K. Holbrook, 60 Broadway, New 
York. 

I appear here as the secretary and counsel of Allied Control Co., 
Inc., a New York corporation with its principal manufacturing plant 
in Connecticut. My statement is a departure from the direct issue 
of whether the excess-profits tax should be continued. My proposal 
is that, continued or not, it should be amended where necessary to 
cure inequities or unfairness, and that such amendment should be 
retroactive to the effective date of the act. Congress acted in similar 
fashion in 1942 regarding the excess-profits tax law then in effect. 

From news reports it appears that there will be congressional con- 
sideration of the whole subject of inequities and inconsistencies in 
the tax laws, excepting the excess-profits tax law. Certainly it would 
appear that the tax law which has been regarded as the most unsound, 
should also be examined to make its applic ution as fair and equal a 
burden as possible. Unless this point of view is to be presented in 
connection with these hearings, it seemed possible that there might 
be no other opportunity to do so before this committee. 

The particular inequity to which my remarks are addressed is the 
product of a Senate amendment to section 482 (b) as it appeared in 
H. R. 9827. This section as originally approved by this committee 
defined the unused excess-profits credit generally along the lines of 
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the World War IT act. By amendment designated Number 15 in the 
conference report, the section was amended to include the words: 
and computed without the allowance of any deduction under section 23 (s) 
(relating to net operating losses), 

and the House receded in respect to this amendment. 

I propose that the amending language be stricken from the act. 
Its general effect is to deprive a taxpayer of its credit against the 
excess-profits income when its use in the particular year was made 
unnecessary by a loss carryover. I have sought, without success, in 
committee reports and discussions of the act, to find a stated explana- 
tion for the language inserted by Senate amendment No. 13. _ Instead, 
the references to the unused-credit provisions of the act emphasize its 
departure from the World War ITI act in its granting a 5-year carry- 
forward 1-year carryback privilege of the World War I] act. Perhaps 
this was a trade for the particular innovation in the present act made 
by amendment No. 13. If so, it was a poor trade from the standpoint 
of the taxpayer to whom a 5-year carry-forward under a 3-year statute 
provides extra carryovers for which a taxpayer could have no possible 
use. It has been commented informally that without Senate amend- 
ment No. 13 a taxpayer might have the effect of a double credit. This 
will imply th: at Congress intended, on the one hand, to give the loss 
carry-forward benefits, and with the other hand to take away part or 
all of them, compelling a taxpayer also to exhaust its credit in the 
particular year. This does not seem a logical intent on the part of 
Congress. We know it never intended the credit to be in the nature 
of an annual affair, for the credit might be unused in a particular 
year because the taxpayer had too little profits, and the law then 
permits the taxpayer to carry forward an unused credit to a year in 
which he has use for it. Amendment No. 15 prevented this in a case 
where the credit was not used because the taxpayer had previous losses 
to apply against its profits. This gives amendment No. 13 the ap 
pearance of a rearguard action against the tax progress embodied in 
the general theory of carryovers with their relief from the tax hazards 
of the inflexible fiscal year. Carryovers represent an advance toward 
a system of taxation which accurately reflects income. Denial of the 
use of the unused credit in other years is a setback in this advance. 

On an annual basis a small manufacturer might be either calling 
on his banker for a loan or depositing so-called excess profits, on the 
basis of merely one quarter’s operations in his year. As an example, 
suppose the Jones company chemically treats an expensive cloth 
which it buys as its raw material, and it sells its manufactured product 
to customers who manufacture shower curtains. Suppose that in 
the last quarter of 1949 the customers made up and distributed their 
curtains and due to some seasonal change in temperature or atmos- 
phere, the product hardened and cracked and that notwithstanding 
whatever legalistic defenses could be suggested by the Jones company 
lawyer, the company protected its goodwill by acce pting the return 
of the goods and the claims from the customers. This could be a 
staggering loss for a small company consisting of the cost of raw 
material, labor, anticipated profit and claims. Good fortune comes 
early in 1950, however, when a manufacturing or chemical correction 
cures the product and the Jones company not only dominates the 
shower-curtain market but even develops a defense application for 
the product. It has excess profits taxable income for 1950 against 
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which the 1949 loss is applied, and that can be where the Jones com- 
pany loses its 1950 credit. This might not have been the case if the 
misfortune and its correction had hap ypened 3 months later or even 
3 months earlier. I call particular attention to the fact that the 
Jones company capital was in the business taking all its risk through 
this period and the fact that the company finishes 1949-50 operations 
on a zero-income basis, provides all the more reason why the Jones 
capital should have the use of its 1950 credit in a subsequent year 
when it will affect a portion of earnings which are not replacing 
pre vious losses. 

If I may depart a moment from my prepared text, a CPA might 
state the situation in this way: Corporation A has a credit of $100, 000. 
In the first year it has profits of $50,000 and in the second year profits 
of $75,000. It ends up at the end of the second year with a $75,000 
carryover based opon its $100,000 credit. 

Corporate B has a $100,000 credit. It loses $50.000 in its first year, 
makes $175,000 in the second year. It ends up with a $25,000 carry- 
over. The 2 companies on a 2-year basis have net profits before 
taxes of exactly the same figure, only 1 company under the present 
law can carry forward an unused credit of $50,000 exemption against 
next year's excess-profits tax. 

A credit based on the capital in a business should be the means of 
saving or reserving from the effects of the ¢ xcess-profits tax, a port ion 
of the taxpayer’s profits, and the only way that the credit can truly 
offer this benefit to capital is when the taxpayer has taxable earn- 
ings against which the tax would apply but for the credit. When the 
taxpayer's earnings in a particu lar year are freed of the excess-profits 
tax because the application of i loss carryover, it m: iy provide the 
taxpayer with the means of en ing some lost capital but such a tax- 
payer is in as much need as the next to enjoy the protection for his 

capital that is also afforded by the credit. A corporation which has 

losses to carry over needs its credit to keep what capital it has and 
the loss carryover deduction to recover what it has lost. It is only 
when a surplus remains after both of these have been fully applied 
that excess profits in any fair sense can be said to exist. 

Congress was considerate and wise in its loss carry-forward privi- 
leges under the act. It extended this benefit to taxpayers that had 
postwar losses which exceeded the profits of the war years and peace 
years against which they might be applied. Where the 2-year carry- 
over would not sufficiently benefit these taxpayers, as, for example, 
when excessive losses occurred in 1946 and 1947, the act permitted these 
taxpayers to carry forward the unapplied losses, against the excess 
profits income of 1950 and 1951. I think Congress realized that the 
companies with the excessive postwar losses were very likely the 
smaller war producers with limited resources and little peacetime his- 
tory—companies that had no establishment market awaiting them 
with unfilled orders accumulated by reason of war conditions or re- 
strictions—most likely companies which had been nearest to 100 per- 
cent. war production and which would have a natural participation 
in the renewed defense production upon which this country was enter- 
ing when the 1950 act was passed. It was logical, therefore, that 
Congress provided these companies with an opportunity to meet the 
renewed calls upon their productive facilities by permitting them to 
increase and expand in the 1950 and 1951 period at the normal and 
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surtax rates up to 52 percent without the additional burden of the 
excess-profits tax rates up to an additional 30 percent. 

If it was the intention of Congress to thus relieve taxpayers from 
their excess-profits tax of 1950 and 1951 when their condition had 
been so financially critical that they could use the benefit of this 
particular carryover, it would seem reasonable that the act should not 
in section 432 (b) subtract from this benefit the usual credit to which 
all taxpayers are entitled under the computation applicable to their 
particular case. The credit which the act allows on invested capital 
is a recognition of the fact that there should be some inducements to 
capital, If it is appropriate that invested capital create a protective 
credit of 12 percent against excess-profits t: axes, the capital of a war 
or ik -produci ing company may be just as much in need of the 
credit as any other and it is unfair to nullify the credit merely be- 
cause the company had excessive postwar losses. The act should 
enable the credit to be preserved so that in some year the taxpayer 
actually reflects the credit in relief from the excess-profits tax. 

i think that the company I represent provides a good example at 
this point. It was organized in 1938 and concentrated on the engi 
neering development and design of relays which are components of 
telephone and other communication devices, vending machines, and 
various electronic equipment. However, relays also go by the hun 
dreds into the equipment connected with each bomber, and into guided 
missiles, radar, and fire-control devices. This company’s relay de 
signs and engineering were of a high quality and improved nature 
and it just naturally got into war production which constantly ex 
panded to meet the increasing demands of the armed services. 

I have included at this point a chart showing statistically the con 
dition of this company at the end of 1941 when the United States was 
entering the war, and then its condition in the next 10 years from 
1942 through 1951. 

I will pass by the reading of the chart. 

The CHatrmaan. Would you like to have that table inserted in the 
record ? 

Mr. Hortsroox. Yes, sir. 

The Cuatrrman. Without objection, it is so ordered. 

(The chart follows :) 





j 
| | | Federal 
| Net com 
Pits Aa Unfilled Capital Inven- | Employ-|Accounts| Sales for profit ind 
Year (at Dee. 31) orders assets tory ment |receivabl veal before | exc 

| taxe rof 

" 

| 
, | | 

1941 $224, 270 $18, 240 $27, 770 | 97 $21, 680 $172, 280 $25, 090 
1942 1, 071, 360 140, 350 135, 360 | 857 109, 190 1, 182, 000 184, 750 $137, 750 
1943 1, 953, 971 254, 820 8, 710 1, O80 63, 230 3, 002, 710 , 240 $07, 000 
1944 2. 753, 900 253, R50 508. 800 1, 360 456. 630 4,034, 420 53. 200 

1945 {88. RHO 269, 140 13, 260 1, 400 844, 830 4, 092, 550 47, 950 

1946 553, 600 194, 500 251, 02f 525 247, 660 1, 385, 100 752, 730 

1947 536,150 | 184,630 | 258, 910 250 97,000 | 1,374,280 | 343,320 

1948 407, 020 212, 000 276, 490 250 121, 060 1, 187, 100 18, 330 

1949 437, 410 233, 200 226, 000 0 102, 160 1, 242, 990 53. 880 

1950 1, 680, 300 261, 960 437, 190 480) 230, 990 1, 890, 160 158, 930 57, 080 

1951 5, 320, 900 343, 230 950, 500 700 359, 910 3, 560, 130 491, 440 243, 620 

Total 542, O10 745, 400 


! Per tax returns (BIR audited through 1949 
? Eliminated 


The 1946 figures reflect the sale of the Chicago plant and properties shortly after th eu « 
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Mr. Horsroox. In 1941 the company had capital assets just under 
$20,000 and did a business of $172,280 on which it made a profit of 
$25,090. At the end of 1941 its unfilled orders were $224,270. ‘They 
jumped to over a million within a year and to nearly $3 million at 
the end of 1944. It had to finance any inventory which increased 
from $27,770 to $503,260 and accounts receivable which increased from 
$21,680 to $844,830 in 1945 when its employment reached 1,400. Mean- 
time its capital assets had increased to $269,140. The Government 
thought enough of its product to build a relay plant for the company 
in Chicago, which the company operated in addition to its own plants 
in Connecticut and New York. Of course its business was practically 
100-percent war work, and accordingly its cancellations in September 
1945 were practically 100 percent. Then came the struggle for peace- 
time business and the effort to maintain personnel and facilities. As 
the manufacturer of a component, the company had to await develop- 
ment by its customers of their peacetime programs. After months 
awaiting orders, there were further months for engineering, design, 
and tooling before any production could be achieved. In September 
1946 the company was forced to obtain relief under chapter 10 of the 
Bankruptey Act and in 1946 and 1947 its losses amounted to over 
$1 million. 

As a reorganized corporation it made a modest profit in 1949 of 
$53,880 on a peacetime volume of about $1,200,000, and 1950 it paid 
off in full the balance of its creditor notes under the reorganization. 

Then came Korea and the prompt renewal of the requirements of the 
armed services for the high-quality product of this company, and 
within months its business was 95-percent defense production. Its 
employment rose from 260 in 1949 to 700 in 1951 and its backlog of 
orders from $473,410 to $5,320,900, its inventory from $226,000 to 
$950,500, and its shipments from $1,242,990 to $3,560,130. 

Naturally, those in the company are pleased that it is doing a job, 
and at the same time it seems clear that there was benefit to the de- 
fense effort in the preservation of the facilities and engineering tech- 
niques of the company. Needless to say, it had a benefit from the loss 
carryover provisions which Congress afforded such companies in the 
1950 Excess Profits Act, for after applying its 1946 and 1947 losses 
against all its profits for the years from 1944 through 1949, it still had 
about $400,000 of excess losses which under the act it was able to apply 
against its excess profits taxable income of 1950 and 1951. In those 
vears the company therefore paid only the normal and surtax rates up 
to 52 percent, and this contributed to the company’s ability to increase 
its capital assets by over $100,000 and to finance an inventory increase 
of about $725,000, in addition to all the expense of tooling and em- 
ployee training involved in increasing its operating personnel about 
threefold. 

The company is doing what it can to prepare itself for postdefense 
conditions but certainly to the extent that the defense period and the 
excess-profits-tax period coincide, the law should not eliminate this 
company’s right to the normal credit protection on its invested capital. 
It cannot be said that the company has not borne its share of taxes. 
In the 10-year period commencing with 1942 through 1951 the 
company paid in taxes over $200,000 more than its net income before 
taxes less losses. In other words, the company’s profits in those years, 
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less its losses, amounted to $542, 010, and in those years it paid out in 
taxes beyond any actual or potential recoveries, the amount of 
$745,411. One does not usually think of income- or profits-tax pay 
ments as being in effect one of the possible uses of invested c: pital, 
but even if this is an unusual case, although it may not be, it cer- 
tainly emphasizes the fairness of preserving for invested capital the 
benefit of credit under the act. 

I have spoken as though the act contained no provision for com 
puting the credit on the basis of a percentage of average earnings of 
the year 1946-49. This is because that provision might just as well 
not have existed as far as concerns companies I am best acquainted 
with, which had severe adjustments from mostly war- to peace-time 
production and then back into defense work. 

1 respectfully urge that this committee reconsider its acceptance 
in section 432 (b) of the language inserted pursuant to Senate amend 
ment No. 13 to the effect that the unused credit has to be computed 
wihout regard to any allowable deduction of any loss carryover to 
the te ir excess-profits-tax year. 

The Crarrman. We thank you very much for your statement. 

Are there any questions / The Chair hears none. 

‘Thank you very much, it was a very nice statement. 

Mr. Hotsroox. Thank you, Mr. Chairman. 

The Cuamman. The next witness is Mr. J. C. Griffin, treasurer, In 
ternational Register Co., Chicago, Ill. 

Mr. Griffin, we are glad to se you here and if you will give us your 
name and capacity in which you appear, we will be glad to hear you. 


STATEMENT OF J. C. GRIFFIN, TREASURER, INTERNATIONAL 
REGISTER CO., CHICAGO, ILL. 


Mr. Grirrin. My name is J. C. Griffin. I am treasurer of the In- 
ternational Register Co., in Chicago. 

The specific ways in which the excess-profits tax has had an adverse 
effect upon our company are as follows: 

Working capital: The excess-profits tax has seriously restricted 
our company’s supply of working capital. eet aed mage ne is a 
family-owned company which was incorporated in 1895. From the 
time of its founding obtaining sufficient working ein al has always 
been a major problem. Our management has endeavored on a num 
ber of occasions to borrow or otherwise secure long-term funds. It 
has never been able to do so advantageously because all propost als in 
volved surrendering the voting control of the company. The com- 
pany, therefore, can expand only as retained earnings supply the 
necessary money. 

Although the management has for years retained an average of 
90 percent of earnings in the business, the sums available after taxes 
have not been sufficient to finance the expansion at a rate which other- 
wise could have been achieved. 

2. Arbitrary base period results in unfair and unequal taxation: 
Unfortunately for us the period 1946 through 1949, due to reconver- 
sion to a peacetime economy, was the most unsuccessful in our com 
pany’s history. Instead of earnings we sustained a very heavy net 
loss during this so-called base. Accordingly, we have had to use 
invested capital for our earnings base. 
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The invested-capital method of calculating our earnings base has 
proven most unsatisfactory and has resulted in the full weight of 
excess-profits tax falling upon our company. As stated above, the 
International Register Co. has always been short of capital even when 
no excess-profits tax was on the statute books. Even when we retained 
earnings to the maximum extent the resulting funds have been too 
small to support expenean. Therefore, as the law now stands, we 
are discriminated against, no matter which base we may use. The net 
result is that our need for working capital is more urgent than ever 
before and we cannot provide the funds in any manner to take care 
of business in excess of our current production which is being offered 
us but which we have to reject due to inability to expand fac ilities, 

To give a specific example of how the exc ess-profits tax has hindered 
our expansion we can cite our unsuccessful efforts to increase our 
manufacturing floor space. 

During the last 3 years our net sales have nearly doubled so that 
we found ourselves short of manufacturing and office space. During 
1950 we attempted to finance a new building to provide additional area 
However, we were unable to go ahead with our plans as the amount 
we could spare from our working capital plus what we could borrow 
was not suflicient to build the factory we needed. As a consequence, 
we were forced to rent 2 other locations and are now operating in 3 
buildings. Needless to say, operating this way is very expensive. You 
might as well inquire as to why we e xpanded. as we did. If we do not 
expand to take care of our customers we will lose our competitive 
position in the market. Unfortunately for us we manufacture range 
timers and interval timers for stove manufacturers. Once we lose an 
account it takes many years to get the business back because models 
are changed basically only every 2 to 5 years and always around a 
specific timer. Once a competitor wins an account from us it is his 
for a long time. 

It is our sincere belief that had we been able to carry out our building 
plans we would have expanded our business so that together with the 
savings we could have made in operating expenses, our profits would 
have been larger and the normal taxes on these increased earnings 
could be more than the combined excess-profits tax and regular cor- 
poration taxes we are currently paying. The Government would have 
received as much or more in taxes and International Register Co. 
would ‘ee been a larger and stronger company employing more people 
and contributing more to the support of the general economy. Instead 
we have had to turn away a great deal of business; our financial posi- 
tion is none too strong; and we have had to borrow money from banks 
last year in order to pay income and excess-profits taxes from the year 
before. At this moment these circumstances have forced us to borrow 
nearly to the limit of our line of credit. 

Our chief competitor, the General Electric Co., can—does—borrow 
long-term money readily and cheaply. Furthermore, they have been 
given millions in fast writeoff of facilities while we, though we have 
applied often, have not been granted 1 cent. It is an‘unfortunate fact 
that companies of our size seldom are given contracts which entitle 
them to accelerated depreciation on new plant and facilities, and 
therefore small companies, in effect, are discriminated against in 
this particular. 
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Bad as is the effect of the excess-profits tax on our working capital 
position, perhaps its worst effect is on our own personnel, Each 
month they see earnings which they have worked hard to create taken 
from the company at the rate of 82 cents out of each dollar. These 
men know our financial position; they know that business which 
should be ours and which we have planned and worked hard for years 
to obtain and which could now be ours, is going to others solely be 
cause we cannot afford to buy the additional equipment we must have 
to handle it. Our competitors get stronger as our financial condition 
becomes weaker, and our employees know well that this means their 
jobs are less secure. 

Finally the excess-profits tax is a great destroyer of efficiency. Peo- 
ple paying 82 percent of their earnings to the Government not only 
are deprived ‘of the incentive to work harder but have a steady in- 
ducement to spend recklessly. When any tax-deductible expense 
costs the Government 82 cents and the company only 18 cents out of 
each dollar expended there is constant tendency to figure costs not 
on the basis of 100-cent dollars but on 18-cent dollars. As a result 
many an unsound and unnecessary program is undertaken on the 
theory that the Government pays the lion’s share of the expense and 
the company relatively little. In fact, this tendency to spend unduly 
makes this tax inflationary instead of deflationary. 

The tax is in every way against our American principles of fair 
play. We cannot see why, after we hi ive done a good management job, 
that we should be penalized by a discriminatory tax of 82 percent on 
a large part of our earnings. 

Operating as we now do in 3 buildings, 2 of which we rent, has 
extended our operating expenses and raised our break-even point to 
a very dangerous point. In fact, if we were suddenly confronted 
with a major business recession, the consequences might well be very 
disastrous, as our working capital is not sufficient to take care of our 
business without excessive short-term borrowings and the banks might 
well call these if our earnings picture were to deteriorate. 

Both political parties claim to have the welfare of small companies 
very much at heart. Special arrangements have been set up to chan- 
nel defense contracts to them, to provide capital, and in other ways 
gestures at least have been made to give them assistance. Yet from 
our experience, the Congress by setting up and maintaining the ex- 
cess-profits tax more than undoes all the help which other measures 
extend to small firms. . If the present law remains for a long period, 
it will make the large « ‘ompanies larger and the small ones smaller. 

Every Secretary of Treasury, including the present one, who has 
administered an excess-profit tax is on record that the law is imprac- 
tical of enforcement. In fact, they all agree that the tax is grossly 
unfair and should not be continued for an extended period. Mr. Hum- 
phrey admitted Monday that it is full of both dignity and iniquity. 

Now, with all these indictments against this tax, why extend it 
even for 6 months? In that time, damage to our economy will more 
than offset the revenue it can produce. 

Weare in sympathy with the efforts of the administration to balance 
the budget. But, gentlemen, do it with American methods. We are 
more than willing to pay our fair share of the necessary taxes to keep 
our Nation solvent so long as the tax is based on equality of taxation. 
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We ask this committee to refuse to report out a bill extending the 
excess-profits tax. 

The CHairman. Thank you very much for your presentation. 

Are there any more questions. The Chair hears none. 

The next witness is Mr. Thomas McCabe, president, Scott Paper Co., 
Chester, Pa. If you will give your name and the capacity in which you 
appear, we will be glad to hear from you. 


STATEMENT OF THOMAS B. McCABE, PRESIDENT, SCOTT PAPER CO., 
CHESTER, PA 


Mr. McCase. I am Thomas B. McCabe, of Swarthmore, Pa. I am 
president of the Scott Paper Co., a firm with which I have been as- 
sociated for the past 37 years. 

It is, I believe, the usual practice for the witness to say that he is 
happy to appear before the committee. I cannot honestly say that. 
It is not a happy experience to testify in support of something one dis- 
likes very much. In this instance it is necessary to do so in 1 order to 
avoid still greater evils. Nevertheless, I am grateful to the committee 
for giving me the opportunity to express here what my duty as a 
citizen compels me to say. 

The corporation of which I am president pays the excess-profits tax. 
Since I am the largest single stockholder of that company, I have a 
very vital interest in the tax problems before you. The estimated 
excess-profits tax on Scott Paper Co. earnings for the first quarter 
of 1953 was $794,000, or about 26 cents per share on the corporation’s 
common stock for that quarter. In the company’s a report 


for the first quarter, the full amount of the excess- profits t ax for the 


quarter was reflected because it seemed inconceivable to us that the 
tax would not be extended. In that event, the tax might be between 
$2 and $3 million for the calendar year. 

Perhaps $2 to $3 million may not seem like a lot of money to you 
when you are talking governmental budget figures. But it takes 
a lot of doing these days ‘for Scott Paper Co. to earn that much net for 
stockholders. To earn that much after excess-profits taxes, we must 
sell from 12.000 to 15,000 carloads of our paper products. Further- 
more, each individual shareholder of our company has an intense 
interest in the annual earnings per share because the market price 
reflects those earnings. The stock of Scott Paper Co. is selling cur- 
rently from 16 to 17 times last year’s earnings; therefore, the expira- 
tion of excess-profits taxes at the end of June could conceivably affect 
the market price by several dollars per share. 

A considerable portion of our common stock is held by college 
endowment funds, trust funds of religious and philanthropic organiza- 
tions, other fiduciaries and insurance companies. Another substantial 
portion is held by women and retired people and others dependent 
upon dividend increases to offset the decreasing value of the dollar. 
Almost half of the employees of our company are shareholders in the 
business. To all of these people the management of the company 
has a grave responsibility. 

I know, therefore, from my own experience how burdensome the 
excess-profits tax is. I am familiar with many of the arguments ad- 
vanced against the excess-profits tax both when it was adopted and 
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today, and I subscribe to most of them. The great taxload placed upon 
business by the present tax structure is unsound. The excess-profits 
tax is the most vicious part of that structure. It is a tax against a 
way of life. It has seriously penalized many growth corporations 
and orowt his the very essence of our dynamic economic sy stem. 

We have more to face, however, than the simple question of whether 
we like the excess-profits tax. The present Congress and administra- 
tion have inherited a patchwork tax structure and an unbalanced 
budget. I have every reason to believe that both are being scientifi- 
cally studied and revised, but the tremendous task of revision cannot 
be completed in time to take care of the problem presented by the cal- 
endar year of 1953. 

in the meantime, our most vital goal is to bring the budget in bal- 
ance. Our whole economy, our internal welfare, our strength to re- 
sist aggression, depend upon the soundness of the dollar. More than 
anything else except peace, the American people want, and the Amer! 
can economy needs, a sound dollar. Without a sound dollar, all the 
benefits of tax reduction, and more, will be siphoned off and dissipated 
by inflation. As President Eisenhower has said, “Without a sound 
dollar, every American family would face a renewal of inflation and 
ever increasing cost of living, the withering away of savings and life 
insurance policies.” 

Other countries have been ruined by inflation. Never will I forget 
the trips I made to Germany after World War I and to China after 
World War II, and personally witnessed the financial chaos caused by 
each succeeding wave of inflation in those countries. The destruction 
of confidence of the people in their Government and in their money 
was so complete that Germany was an easy prey for nazism and C hina 
for communism. We in the United States have thus far been more 
fortunate, but we have experienced enough inflation to know its evils, 
so there is no need for me to recite them here. Suffice it to say that 
the lifetime savings of many people in this country now have only a 
fraction of the purchasing power they had when accumulated. 

No one really wants inflation. The means for preventing it are well 
known, but they are difficult and often unpopular. Perhaps my ex- 
perience as Chairman of the Board of Governors of the Federal Re- 
serve System from 1948 to 1951 has mi ude me more keenly aware than 
most Americans of the difficulty of halting inflation. 

There are three basic means by which the Government can control 
inflation : First, keep the cash budget in balance; second, control credit 
to prevent excessive expansion of borrowing and of the money sup- 
ply; third, manage the existing public debt in such a way that ‘credit 
expansion is not encouraged. All 3 controls are powerful, and all : 
can work both ways. We cannot rely on using one of them to hold the 
line if the others are pulling us toward inflation. 

The danger of an unbalanced budget in 1954 would be less great 
if all three controls were now in good working order and we could 
count upon their staying that way. But such is not the case. A sub- 
stantial portion of the existing public debt must be refinanced during 
the next two fiscal years. Of the almost $150 billion public marketable 
securities now outstanding, about one-third, exclusive of Tre: asury 
bills, will fall due in fiscal 1954, and 10 percent in fiscal 1955. To 
manage this debt without an inflationary credit expansion will be 
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very difficult. The task will be much more difficult if a deficit makes 
it necessary to raise new money too. 

The international situation presents an even more serious problem. 
Should it worsen, deficit spending is inevitable. Our ability to de- 
fene pend to a tremendous extent upon maintaining 
a sound, productive economy. The economic fifth columnist, inflation, 
must be kept at bay. The principal tools remaining available for this 
purpose will be debt management and credit controls. As I have men- 
tioned, they are closely related and become harder to use effectively 
as the public debt rises. So long as we have any choice in the matter, 
we cannot afford to weaken our anti-inflation defenses by increasing 
the deficit, even though it means continuing an admittedly bad tax 
for a limited time. 

My views today are the same as they were 3 years ago when, speak- 
ing to the supervisors of State banks at their convention in Boston, I 


said . 


At a time when we must mobilize enormous resources for defense, our economy 
is threatened with the cancerous sore of inflation. We have no escape but to 
deal with this problem courageously and decisively. We must prevent it from 
eating away the value of the dollar which to all the world is a symbol of our 
strength. Unrestrained, it will undermine the very existence of our free enter- 
prise economy, 

A well rounded program should have as its keystone a tax system that would 
put the entire defense effort, as far as possible, on a pay-as-you-go basis. I 
sincerely hope that we will have the political courage to levy adequate taxes 
across the board and to economize on nonmilitary expenditures of Government 
and to postpone deferrable projects at every level, Federal, State and local. 





Thus the decision that must now be made about extending the 
excess-profits tax for 6 months will have a significance lasting far 
beyond 6 months. If we abandon the effort to balance the budget under 
the prevailing conditions of high employment and general prosperity, 
we will be turning our back on the sound-dollar principle. I am 
strongly opposed to any special or favored treatment for business, 
agriculture, or labor. I am equally convinced that business, agri- 
culture, or labor must be prepared to make sacrifices when the common 
good requires it. Business now has an opportunity to assume an 
inequitable short-term economic burden to support a long-range eco- 
nomic principle that all Americans favor. As a businessman, I feel 
that this opportunity should be accepted. 

[ shall not go into the details of the budget prospect. This com- 
mittee knows them very well. Their gener ral meaning was explained 
to the Nation in President Eisenhower's speech of May 19. Although 
there may be disagreement about particular figures, certain basic 
conclusions are clear. 

Expenditures already authorized, programed, and largely com- 
mitted before January 1, 1953, will reach their peak during the fiscal 
years 1954 and 1955. A balanced budget is not yet in sight for fiscal 
1954. But I believe that a balance of cash income and cash outgo can 
be achieved by courageous and determined action at every point. We 
shall have to push much further the budget-paring program already 
started by the administration and Congress. I am suré that the com- 
mittee vr how much courage is needed for budget cutting. The 
people, or groups, who do not get what they thought they were going 
to get shen ays squawk, and it takes resolution not to grease the squeaky 
wheel. The same kind of courage and resolution is required when tax 
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reductions are being considered. So long as the 1954 budget remains 
unbalanced we must be deaf to the clamor for eliminating the excess- 
profits tax until the administration and Congress have had a reason- 
able time to find other sources of revenue to replace it. 

I know that a 6-month extension of the excess-profits tax will not, by 
itself, balance the budget. But the task will be immeasurably more 
difficult if we do not extend the tax. I say “immeasurably” because 
the budget-balancing principle is a strong force for economy. If we 
weaken it by eliminating one source of revenue without immediately 
substituting another, it will make the necessary expenditure reduc 
tions more difficult to obtain. 

The measurable part of the price tag on the excess-profits tax 1s 
$800 million. This is the administration’s estimate of what the tax 
will produce if extended for 6 months. It is sometimes said that $800 
million is not a lot of money, with the implication that it doesn’t 
matter. Of course, $800 million is only about 2 percent of corporation 
profits and about 1 percent of the Federal budget. I must confess to 
being old-fashioned in this respect. Despite many years spent in 
Washington, $800 million is still a lot of money to me—especially 
when it is on the wrong side of the ledger: $800 million is a large 
figure relative to the size of the deficit that still must be slinsiieniaid: 
Anyone who has tried to find ways to cut another $800 million out of 
the budget, or raise another $800 million in taxes, or to borrow another 
$800 million in a noninflationary way, will know how large the figure 
is. Weare dealing here with significant numbers as well as basic prin 
ciples. Therefore, the congressional action on extension of the excess 
profits tax will be symbolic and will convince the American people 
that its elected representatives are leading us—toward a sound dollar. 

The present administration is frequently called an administration 
of businessmen. In the sense that this santo a criticism, it is un 
true. I have known many of these people for a long time. I have 
always known them to be responsible, patriotic Americans first, and 
businessmen second. ‘Today they are devoted public servants. It is 
true that the present administration contains many men with long and 
successful business experience. Certainly they understand and appre- 
ciate the evils of the excess-profits tax. They now have the responsi- 
bility of appraising these evils in a larger perspective, which includes 
the danger to our national security and to our economic stability. 

On the basis of this appraisal, they have made a reasonable request 
of the Congress and the American people. What they are saying, as 
I understand it, is this: 

We share the general desire for reduction of taxes, and especially for the 
elimination of the excess-profits tax. We want to achieve this, as the Nation 
does, in an orderly way—without risking our national security and without 
embarking once more on a course of financial imprudence. We have made a good 
start. We have cut $4.5 billion from the budget and are continuing efforts to 
cut more. We are at work on a tax program that will raise adequate revenue 
more fairly and with less damage to the economy. With your cooperation and 
patience we are confident of success. Meanwhile we ask for time—in the form 
of 6 months more of the present tax system. It is unfortunate and disappointing 
that we must extend for 6 months a tax that we dislike so much and that is so 
unsound, but the results will be less dangerous to the Nation than any practical 
alternative. 

When the Secretary of the Treasury, George Humphrey, pleads for 
6 months more in which to complete the Tre: isury’s tax study, I know 
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that he means 6 months only. I know from long, close association 
with him that he is an exceptionally able, forthright, and courageous 
businessman and that he is devoting his great talents of integrity and 
proficiency to Government as he did to business. The administration 
should be supported in its request, not only because they are men who 
deserve contidence but also because they are right and make sense to 
the American people. 

Business should be able to bear the excess-profits tax for another 6 
months without undue harm to the economy. Judging from recent 
news reports, corporate profits, both before and after taxes, as well as 
dividends, are at higher levels than they were a year ago. Demands 
for credit are exceptionally strong. Civilian expenditures and in- 
come are substantially greater than a year ago, yet the volume of cur- 
rent savings is large. All in all, the present economic situation and 
immediate prospects appear fundamentally strong. We should be 
able to live with this unpalatable tax until a more equitable and scien- 
tific tax structure can be evolved jointly by the Treasury and the Con- 
gress. ‘The tax burden, even though distributed inequitably, is being 
carried by an expanding economy. 

I have said that the task of balancing the budget will be immeasur- 
ably more difficult if the excess-profits tax is not extended. The case 
may be put even more strongly. I believe that, if the excess-profits 
tax is not extended now, when corporate earnings are on a high pla- 
teau, other sources of tax revenue will be jeopardized. Demands for 
reduction of other taxes will become stronger, and it will, as a prac- 
tical matter, be diflicult if not impossible for Congress and the admin- 
istration to ignore them. Therefore, I believe it is far better to be 
courageous enough to withstand the pressure on this one tax rather 
than open the floodgates to pressures for relief from other forms of 
taxes. No one likes taxes in any form, but I am convinced that the 
American people are willing to bear the burden of present taxes for 
6 more months if they can be assured that our political representatives 
will balance the budget and give them a sound dollar. 

I also believe that, when governmental costs and national economy 
are not made an issue, expenses multiply and increase. When costs 
and economy become a high-level policy issue, budget reductions 
multiply and increase. ‘The vitality of the economy issue must be 
preserved. It requires eternal v igilance and great courage. We can- 
not afford to weaken it by reducing tax revenues while the budget re- 
mains unbalanced. We must stand ready to pay as we go, and call 
a halt to destructive, loose-money policies that will weaken us at a 
time when we need to be strong at home and abroad. 

To achieve a sound dollar under a livable tax system is a long, hard 
struggle. It can be quickly lost, but won only by perseverance. The 
administration and the Congress have initiated the difficult steps 
essential to bring economic, financial, and military balance to a Nation 
that had developed the habit of postponing the day of reckoning for 
its spending. I am confident that the sound dollar program of the 
administration has the backing of the American people. I plead for 
faith in our able public servants, for patience and forbearance, and 
for unity of aetion on the part of all in subordinating immediate gains 
to the national welfare. I believe now, as I did when I was in the 
Federal Reserve, that a “sound dollar” is the keystone of this coun- 
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try’s economic strength. Let us be willing to make any sacrifice to 
preserve this trump card. 

Thank you. 

The CuarrmMan. Mr. McCabe, you have had a great business ex- 
perience. Now, what other companies are you caneatedl with as a 
member of the board other than this Scott Paper Co., of Chester, Pa.? 

Mr. McCase. I am currently a member of the board of the General 
Electric Co. 

The CuarMan. What others? 

Mr. McCabe, That is the only other business board, sir, I am on at 
the present time. I have been on other boards but I resigned dif- 
ferent times when I came to Washington. 

The CrairMan. Are you in Government employ now ? 

Mr. McCase. No, sir. I have not been in the Government since 
1951. 

The CuairMANn. What was your capacity in the Government then? 

Mr. McCane. I was Chairman of the Board of Governors of the 
Federal Reserve System. 

The Cuamrman. How long did you serve in that capacity ¢ 

Mr. McCane. In that capacity about 3 years. I served in other 
Government capacities before then during the war and after the war. 

The Cuarrman. The Federal Reserve does have quite an influence 
on the matter of the issuance of money, does it not ¢ 

Mr. McCase. The Federal Reserve is charged with the responsibil- 
ity of regulating the availability, cost, and supply of money and credit, 
on a basis consistent with sound business activity. 

The C HAIRMAN. The Federal Reserve Board has the power to cor 
trol credit, does it not ¢ 

Mr. McCane. It has great influence over credit. 

The Cuamrman. While you were on the Board did you exercise 
considerable control over the amount of money in circulation or 
credit 4 

Mr. McCase. Well, if you recall, sir, 1 was on the Board here in 
the period 1948-51. You will recall then we had a very rapid 
expansion of money and credit in all directions. I can recall coming 
before the Congress and asking for authority for the Federal Reserve 
System to regulate installment and mortgage credit and to obtain 
greater flexibility in determining reserve requirements of banks. Ws 
were granted limited authority for specified periods of time. 

The Caarrman. What steps did you take during that time other 
than what you have mentioned to control inflation ¢ 

Mr. McCane. As I say, we took all the measures that we had 
authority to take at that time consistent with the long-prevailing pro- 
gram of helping to maintain an orderly market in Government secu- 
rities during the period when the Treasury was refunding its war 
obligations. You will recall, sir, that was a period in which there 
was a great difference of opinion between the Federal Reserve and the 
Treasury over open-market operation and means for combating infla- 
tion, which resulted in the well-known agreement finally bet wee n the 
Federal Reserve and the Treasury whic +h became effective in March 
of 1951. 

The CHatrmMan. Was that the time when you left the Federal 
Reserve ¢ 
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Mr. McCase. Shortly after that, sir, when I was assured that the 
independence and integrity of the Federal Reserve would be 
maintained, 

The Cuarrman. I thought that was the case. 

Now, tell me, please, what the Scott Paper Co. produces; what type 
of paper. 

Mr. McCarne. We produce quite a wide line of tissue products. We 
make the famous Scott towels, Scott tissue, and Scotties. We make 
Cut-Rite and paper napkins. We make a wide line of sanitary tissue 
products. 

The CuarrMan. No printing of newspapers or magazines; is that 
right ? 

Mr. McCanr. None whatever. 

The CHatrmMan. Do you have any Government contracts? 

Mr. McCase. I don’t think you would call them contracts. We now 
have what amount to firm offers in Army and Navy supply catalogs 
covering items for resale. Our standard products are listed in these 
catalogs and orders come in that way. In the past, many commis- 
saries and post exchanges bought through wholesalers. At times we 
have been requested to bid on relatively small amounts. 

The CuatreMan. You have been quite successful in your bid in 
getting these small orders you speak about ¢ 

Mr. McCanr. I would say reasonably. The volume is very small 
now. ‘The volume was larger during the war when it was primarily 
in products made to Government specifications. The present volume 
is all in our standard products. It is relatively very small. 

The CuatrrmMan. How small or how large? 

Mr. McCasr. I would say less than 1 percent. If that figure is not 
correct, I will change it in the record, but I think it is less than 1 

vercent. 

The Cuamman. That is 1 percent of what? 

Mr. McCase. Of our sales. 

The CuarrmMan. What do your total sales amount to? 

Mr. McCase. Our paper sales this year will run close to $150 mil- 
lion. That is in addition to our pulp sales. 

The CramMan. So 1 percent of that is Government work; is that 
right ¢ 

Mr. McCasze. I think it is considerably less than 1 percent. 

The CuatmrMan. Will you put the actual figure in the record? 

Mr. McCase. I will get the correct figure and put it in the record. 

The Cuairman. I would like to have it very much. 

(The sales data referred to are as follows :) 

Direct sales to the Government during the first 5 months of this year totaled 
$422,557 or about 0.67 percent of total sales of paper products, which amounted 
to $63,284,974. 

The Cratrman. Now, were you acquainted with Mr. Mellon, our 
former Secretary of the Treasury ¢ 

Mr. McC ase. I knew him very casually. 

The Cyarrman. Are you familiar with what he recommended in 
order to balance the budget and reduce the debt in the twenties? 

Mr. McCane. Yes, sir. 

The CuamrMan. You knew that one of the first things he did, against 
the protest of a great many people who were at the time very worried 
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about the effect of lowerin 1g taxes, thathbhe did fowan Ashe aun Kid 
he not? rn) 

Mr. McCapze. Yes, sir. | 

‘The CHatrman. And he lowered the m a outa fined in 7 eouplé of 
years ¢ H wamalaAHy 

Mr. McCase. That is my recolleetidnd 

The Cuairman. And he lowered them! four bimes!? 

Mr. McCase. That is my recalldetibn.: ' 

The CuatrrmMan. During thattimeshercolletted enouwch revienme tb 
balance the budget and to pay arbitliomn dulittbs a year/o1 the: mint ionral 
debt. That worked, did it now4 ) 

Mr. McCane. Mr. Chaitminethose cvere notidolen (dis Giescent ertevof 

circumstances that he had to deal wath then than we bave lto dead wath 
tod: Ly. I Ol ANZ 

The Cuarrman. In the: S@th (Congress ivetéaond)a. $20chillieD ddfivit. 
We are now talking about a deficit of fronn $6! pe shOdndl tons 1Wedow- 
ered taxes in those days, taxes were higlidnck what dis the Dedilt-{1/ 

Mr. McCane. In the Ligh of shintsight, boul, eanmots) y Tam 
too proud of the record of the 80th Congress. $1 

The Cuamman. That istiwhaty Mro/dimmanvsaid, but aster al I 
could enumerate quite ®muntaber of things lof ovhich~vercqani be patdiid. 

Mr. McCane. I meansiin thistespect{thatan!the hightood: babserwent 
events the loweringsof :fackes owas (prematund all, thintitontey : Wel hiad 
to increase them alfterwamdk cbahinksthat the @ongress then wasifaced 
with the same problem it is now, that it had a potestialinflataon comi+ 
ing up. I thinks mel havéestos haveythe —— tb) tte caguival ons: is 
in from of us. } dojew ot 919 

The C HAIRMIANI (Here) iscw heat wa did jot he SDthy Gasaeeia 1 the 
- ght of a $20:bi}heonidedicsy ci We wipedad dutcaml 2 lybavs amb werpa ud 

5 billion on the national debt and had a surplus of $8! kidlidms: » haan 
Salking now dabqutv bdlamcing. thidebmp get!iodiheke areitwe bxauyiles 
where we balnnted the bud getry tt dower ngitaxessol Now, do: you tlirtuk 
it is goingctdsetep yaihatyomstole xte mde thissexees sipatitetaxs - Dortyou 
think $800 million is going to do that? Sdaids voy i aob ; ot903 

Mr. MoOnsrs: WN 63: sir bud [)iwiaasty tongotba chy fistst tasvonrlfinaldgy 
between the 80th i@dalgnegs amd this cibiatrons wh have:todags Poday 
you see we are running our product wt mhelsine’ at. thachighésts pdint 
it has ever run in a periadvéther «lian! alkoutintarA Wie dalve.mhbre 
people exployiedsthhnawereverobadianl [ptacetanie.d We shaver less walléin- 
ployment today liham avé ever shadsin aapeact 4Whe..odw ot herl words, 
wit Ave falmestoat-maxvh we th paci teh i bil riovang) sais {productive 
reukelad mes nive eLres WOOK nes people ondntarite. 9: We; snedeeigid eyaenitg 
thas:;produebiveimachmeidtfoursoich SS blind of beeoqque 
icdin 1048[we hweepe motopuslame Jour! hones timed: hing, to the, extent 
we are today. eaten ‘e, L say that the two conditions agtdhhetranalet 
go, od aswy tiheyidrd gallo grows: dronty dis otanelpolntyatlioupgh,; that 
povehtiadhy the foncks ofan fa tionidday awergreaten than thel forees oft 
deflation. sldsvailodan Jzor 
owl her@adinwan) Moobspeke shot the deflation in. Germany.) ol! *: as 
ouite fa mabhlwit le that daysatb 1Jdhet wane, pavakingy Freel Ind stinsh 
wk at notfste gonsatt ot beqlod « 9 Vf .¥I9 esl visv soaeant oF ba 
vod boM c@anes db qvas niere thas thatl; aatenmnetl only vaepr ipkingr 
pregsirifation, but auwWis henseodow Dene theyshada vdityimprovidens 


Government so far as having a sound financial program, 
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The Cuarrman. They had one of the ablest finance ministers that 
Germany had ever had, probably as sound as the world has ever seen, 
but he could not stop it, could he? 

Mr. McCasz. No. 

The Cuarrman. How much foreign relief do you think we ought 
to give now in order to help balance the budget? How much do you 
think it ought to be reduced ? 

Mr. McCase. I have not studied it, sir. I could not answer that. 
I say this, though, and I am very serious about it, that I think it is 
high time we awoke and had the courage to balance the budget. 

The Cuarrman. Let me tell you something, sir. If my votes had 
been supported by the other members of the House, we would have a 
surplus in the Treasury today of billions of dollars. 

Mr. McCase. I think that is true, sir. 

The CHarrman. One of the things they never can charge me with 
is any of this boondoggling. 

Mr. McCase. That is right. 

The Cuarrman. What do you think about the boondoggling abroad 
that we are paying for? 

Mr. McCase. I have no patience with it. 

The Cuarrman. I am glad to hear that and it could be cut enough 
now to balance the budget. Do you know they are building a seaway 
all the way from the Mediterranean through Geneva to France and she 
is not putting in a nickel? I have been there and seen it. That is 
their seaway there. 

Mr. McCase. I think we are very fortunate to have a watchdog like 
you down here to watch this. 

The Cuarrman. I am not fishing for any compliments. I consider 
it is my duty and I think I have the courage to cut expenditures where 
they ought to be cut. 

Now, I want to ask another question. You have perhaps observed 
what Canada has done in the way of granting tax relief, doing away 
with the excess-profits tax and she is doing pretty good business up 
there; don’t you think? 

Mr. McCasr. I have not analyzed it, but I just have a casual im- 
pression that she can do this without suffering a deficit. 

The Cuatrman. Certainly she can. 

Mr. McCase. And that she had a surplus. 

The Cuarrman. She has a full employment and she is just as much 
in peril as we are. We hear so much about the peril all at once, sub- 
marines off the coast of Florida and these flying saucers and a little 
of everything about a time like this. France is not putting in a nickel 
and we are supposed to build 22 dams and 46 power stations with our 
money. Don’t you think it is about time we stopped a lot of that 
foreign aid ¢ 

Mr. McCane. I read your statement on that, I think it was on Mon- 
day or whatever day you made it here. It seemed that statement was 
almost unbelievable. 

The Cuarrman. It is true and I have been down to see the first two 
dams built. You have a railway station in Rome a mile long that we 
helped to finance very largely. We helped to finance a station in Ro- 

vigno, Italy. I know about these things, 40,000 population, and you 
can put the railway stations in Chester and Albany and Washington 
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and Chicago inside of it. You can go to Milan and find a hotel we 
built with our money 10 or 12 stories high. I am not criticizing be- 
cause they built it out of marble because it is probably the cheapest 
material they have there. But it is de luxe affair. It is supposed to 
stop communism. 

Now we can balance this budget and have tax relief. We do not 
have to carry this tax alone. I have been watching the coronation and 
I think it is grand and a wonderful thing, but Great Britain could 
reduce her taxes and they say they ought to reduce them more. I 
think they have a very able Finance Minister. I tell you right now I 
am only arguing with you because I think you are so wrong in regard 
to this inequitous excess-profits tax. 

Mr. McCare. You and I only differ on timing. 

The Cuarrman. I have heard that song for a long time. I do not 
say that critically, but we have that thrown in our faces every time 
we have tried to do something for the common people. 

Mr. McCare. Now, Mr. Chairman, I am going to state another very 
deep conviction. I think the action that this committee takes and this 
Congress takes on this particular law is going to indicate to the Ameri- 
can people whether we are sincere and courageous enough to balance 
the budget. I think the eyes of the American people are on this com- 
mittee. 

The Cuarmman. I will say they are on this committee. 

Mr. McCane. And I think I want to impress on you gentlemen that 
against the 50,000 concerns, as I heard the Secretary say, I think, that 
pay an excess-profits tax and—remember, this very vitally affects me 
and my company, this excess-profits tax because we pay a very substan- 
tial excess-profits tax—I say that against these you have to weigh the 
good of 150 million people and the way those 150 million people will 
look at your action. I am just as convinced as I am sitting here that 
the majority of the American people, if they knew the facts as they 
have appe ared before this committee, woul i vote to support the ad- 
ministration in an extension of this tax. 

The Cuamman. Of course, that is your view, but we are getting 
volumes of mail and I think all the Members of Congress are on this 
question. 

Mr. McCase. You always will have that from the special pleaders. 
This is the hardest thing in the world for me to do from the standpoint 
of my position, 

The Cuamman. Let me ask you a question, if I may, right there. 
I know you are a fine gentleman and I am not trying to reflect on you 
in the slightest degree. You are one of the great outstanding success- 
ful business men in this country. We glory in the fact that you have 
been successful. I am not criticizing you at all. But now, have you 
talked this over with Secretary Humphrey before you came here? 

Mr. McCase. Did I talk it over? 

The Cuatrman. With Secretary Humphrey. 

Mr. McCaze. I have talked these economic questions over with 
Secretary Humphrey on several occasions. 

The Cuarrman. Did you talk with Mr. Folsom? 

Mr. McCane. I have talked with Mr. Folsom. 

The Cuarrman. What did Mr. Folsom advise you, if at all? 

Mr. McCase. How do you mean? 





922 EXCESS PROFITS TAX EXTENSION 


(TWheeCham tratan. Did he su 
eome hiereiand testify ¢ 
leMrmMcfireg. I told Mr. Humphrey some time ago that having these 
coibaetipyis and the same convictions that he hs ad, if I could be of any 
possible service to the Government in any way by testifying, I would 
hotlehohted to, 

(PeCGnamman. Did he indicate that you could be? 

Mp. McCare. I got the fetting that he wanted all the support and 
helywund advice that he could get. I talked to him first even before 
fhe d resident made his recommendation 

Phe CHarmMan. _— ‘r you talked with him and Mr. Folsom, did you 
sugeest to others t] the y should come here and tes tify ? 

Mr. McCani a sir, I never mentioned to anyone else, I mean 
about coming or suggesting that the “y come here. 

The CyatrmMan. Do you belong to the United States Chamber of 
Commerce ¢ , 

Mr. McCase. I do not believe we do. 

The Cratmrman. You belong to the National Manufacturers Asso- 
ciation / 

Mr. McCapre. Yes, sir. 

The Cuatrman. They took a position, you know, against this excess- 
profits tax. Do you know what their position is now ? 

Mr. McCarer. No, sir; not at this moment. 

The CHARMAN. You do not know whether any influence has been 
broug bear on them to change their position ? 

Mr. McCaser. Beyond expressing my personal opinion in casual 
conve Tsatl n in various groups of busine ssmen where me! mbers ot the 
association happened to be present, I certainly have not done it, and 
I awe not heard of anything. 

The CuarrmMan. Any other questions? 

Mr. Simpson will inquire. 

Mr. Simpson. Mr. McCabe, were you here testifying for this tax a 
couple of years ago? 

Mr. McCase. No, sir. I was not in favor of this tax. 

Mr. Suvpson. You were not in favor of it then? 

Mr. McCazr. No, sir; not when it was enacted. I do not like it 
today, as I say, in my testimony. 

Mr. Stmpson. Why were you opposed to it a couple of years ago? 

Mr. McCase. Because I do not think it is the right kind of tax. 

Mr. Simpson. But you think it is a right tax for 6 months? 

Mr. McCase. I only say that, Mr. Simpson, for this reason, that I 
see no other way that you are going to make up this $800 million in 
loss of revenue. 

Mr. Smoupson. If we make up this $800 million by cutting off some 
appropriation which in our judgment is all right, then you do not 
want this tax ? 

Mr. McCane. My feeling is I would not give up $1 of tax until I 
saw this budget balanced. 

Mr. Simpson. Then you want the tax under any circumstances if the 
budget is not balanced ? 

Mr. McCanr. I am perfectly willing to recommend any sacrifice 
on the part of my company and make any personal sac rifice in order 
to get what I term a sound thing for this country which is a balanced 
budget anda sound « lollar. 


rvest it would be very fine if you were to 


1g 
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Mr. SIMPSON. The budget was greatly out of balance a couple of 
years ago and you did not urge the tax. You were in the Government 
service then at that time? 

Mr. McCanr. Yes: but I had nothing to do with taxes. 

Mr. Simpson. I know, but you had an opinion as a prominent man. 
We were greatly out of balance then. 

Mr. McCanr. Excuse me, sir, I quoted here in my statement a talk 
that I made in Boston in which I did advocate the levying of sufficient 
taxes to balance the budget. 

Mr. SIMPSON, Did you urge the excess profits tax ? 

Mr. McCapser. No, sir. 

Mr. Simpson. I say were were out of balance then, we were in bad 
financial straits, you did not urge the excess-profits tax, but now we 
are in the same boat and you do urge it. I want to know why. 

Mr. McCase. Wait a minute. I am nota proponent of the excess- 
profits tax, as such. I am only saying to you that in a situation like 
this that we are in, when this administration ond this Congress is 
trying to show the American public that it is sincere about a sound 
doll: " and balancing the budget, that I do not see how you can give 
up 1 penny of revenue in this period while you are trying to attain 
this objective. 

Mr. Simpson. That is another way of saying that the previous 
administration was not interested in balancing the budget; is that 
your contention ? 

Mr. McCane. My feeling is that you have inherited a loose fiscal 
policy. 

Mr. Srmmpson. Now, are you in favor of extending the corporation, 
normal and surtax at 52 percent, indefinitely ? 

Mr. McCane. My feeling on this is that what Mr. Humphrey said 
here in regard to a scientific study of all the tax problems during the 
next 6 months is proper. 

Mr. Simpson. Yes, but keeping in mind that they have requested 
that we do that immediately at the same time we extend the excess- 
profits tax, are you wanting to do that now or wait until that study 
is completed ¢ 

Mr. McCane. I think you should wait. I think on the normal 
corporate tax you have to wait until the study is completed. 

Mr. Stmpson. You differ with the Treasury in that respect. That 
you woul | like the excess-profits tax extende d now but you gan 1 not 
like the corporate tax extended or continued at 52 percent, as has 
been requested. 

Mr. McCapse. I do not Say that. I do not say that. I say that the 
question of extending the corpor: ation tax should await the combined 
study of your staff and the Treasury staff. 

Mr. Simpson. I call to your attention that Mr. Humphrey does not 
say that. He says: “Rescind the scheduled reduction from 52 to 47 
percent effective April 1, 1954.” He s ays do that, do it now, right 
along with the extension of the excess profits tax law. 

You suggest, if I understood you correctly, that with respect to the 
corporate income tax we should wait until we had conducted a study. 

Mr. McCane. I did not recall Mr. Humphrey’s statement in reg: ard 
to that. Ido “3 want to be put ina pps of either di ffering with 
him or agreeing with him necessarily. I will be perfectly honest with 
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you, I have not dug into that phase of it because I came down here 
today to testify only on this one tax. 

Mr. Simpson. Well, the committee has the whole project in front 
of it. 

Mr. McCase. I agree on that, and I have implicit confidence in the 
group in the Treasury and this committee to evolve a proper tax 
package between os and the end of the year. 

Mr. Supson. I call to your attention that he has also asked that 
the scheduled i ion for excise taxes due April 1, 1954, be rescinded 
also at this time. You have substantial competition in your business. 

Mr. McCane. I will say, plenty of it. We have some of the largest 
paper manufacturers in the country. 

Mr. Siwrson. How about small ones? 

Mr. McCase. At least one or two larger than we are. 

Mr. Srupson. Do you have some small ones ? 

Mr. McCase. There are several small ones. 

Mr. Simpson. I do not refer particularly to paper companies but 
it is these small companies that are called growth companies, the ones 
that have been growing in the last 5 years, who are economically, they 
say, bearing the brunt of this tax. 

Mr. McCane. I think that is true. 

Mr. Sturson. They say the big companies are getting bigger be- 
cause they can not grow. Is that a fair situation if true? 

Mr. McCase. I heard Mr. Humphrey testify this morning. I do 
not believe that percentagewise there are any more small companies 
affected than there are large companies or medium size companies. 

Mr. Simpson. Probably not affected. The question is how seri- 
ously they are affected. The small company that is paying 82 per- 
cent and paying it because it had very little base in the base period 
is hit proportionately at the very time when it wants to keep on grow- 
ing and cannot do it. 

Mr. McCase. I say to you, Mr. Simpson, that if I were a small com- 
pany and seriously affected—— 

Mr. Snrpson. You were once, and you did not have an excess-profits 
tax. 

Mr. McCabe. We were much smaller not so long ago, certainly when 
I joined the company, than most of these companies coming before 
you, so I know what it is to struggle up by your own bootstraps. 

Mr. Stwpson. But you did not have an excess-profits tax to contend 
with. 

Mr. McCane. No, thank goodness. 

Mr. Srupson. I respect you because you tell us that. 

Mr. McCane. I am talking about a larger principle though than 
somebody getting hurt for 6 months, because I think on an overall basis 
American ‘industry today is not hurt seriously. I think it can well 
afford to make this sacrifice for the next 6 months until you can evolve 
a scientific tax structure. 

I want to say this, too, and I guess you are well aware of it, I do not 
understand how you are going to let this tax expire-without doing 
something about individual income taxes. 

Mr. Srmpson. Perhaps we would like to do that, too. 

Mr. McCangr. Well, you are going to get that loss of revenue. Then 
T would come up here, if I was paying high excise taxes, I would make 
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the squawk of my life if you gave special consideration to this group 
and this group and you paid no attention to me at this time. 

Mr. Stimpson. We want, Mr. McCabe—I want—to give special at- 
tention and relief to that group of those paying excess-profits tax 
particularly, that group that makes a case before us in which they 
prove to our satisfaction that this tax is killing their growth com- 
panies. A company comes in and persuades us that they cannot grow 
or enlarge in any way whatever and get their share of the business 
which otherwise would go to the big companies and they cannot do it 
because of this tax. 

Mr. McCase. I think some of these jewelry manufacturers and those 
fellows that are hit so hard by excise taxes could put up a much 
stronger case. If you want an argument against the 52 percent norma] 
corporate tax, I can give you a real one. I think it is a terrific burden 
on American industry to pay a 52 percent tax. 

I am saying that taxes are never pleasing to anyone. In a critical 
period like this, when we are fighting a cold war and we are carrying 
an abnormal load of taxes, why, sure, it pinches here and it pinches 
here and here. 

Mr. Simpson. If everyone in a category is paying on the same level 
with the same background, I cannot disagree. That is all right. But 
when you take the corporations and simply say, “Because you did not 
make money in these particular years or because you did make money 
in those years, you have to pay a different tax rate on what you make 
today,” isn’t right and you agree with me, I believe. 

Mr. McCazne. Mr. Simpson, the only thing I say to you, a fellow 
Pennsylvanian, is that if you allow this tax to expire at this time 
without giving any relief to the individual income-tax payer or con- 
sideration to the fellow who is suffering under excise taxes, I would 
say your life would be untenable. 

Mr. Srupson. Political life you mean ? 

Mr. McCase. Yes. I mean that. At least I would take the posi 
tion that if I were not in industry and you relieved industry of excess- 
profits taxes at this stage without giving any consideration to me as 
an individual income-tax payer, I would just say that you did some- 
thing to benefit 50,000 ¢ orporate-tax payers and you did n othing for 
the millions of personal-income-tax payers. I think you would have 
a tough proposition on your hands. 

Mr. Srvpson. I have in my district an industry that employees 
maybe 1,500 people. They are not going to shut down. They will 
survive it. But those people in there are more interested in the 
welfare of that particular company providing jobs for them, not 
alone in the next 6 months but right along and expanding, I think, 
than you give them credit for. I cannot understand why Mr. Hum 
phrey or anyone else objects to—in the event the tax were continued, 
which I hope it is not—why they object to relieving an industry 
making a meritorious case? You have not persuaded me. 

Mr. McCasr. The only thing I think you bumped into there is the 
moment you start writing amendments, particularly relief amend 
ments—and I heard somebody mention 722, I have lived with 722 
and I have struggled with it 
Mr. Stmpeson. You got relief under it, too? 
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Mr. McCasnr. I am not sure. I cannot recall. I know we put up 
an awful battle. Judging from our experiences with that, I do not 
want any more 722. 

Mr. Simpson. Thank you very much. 

The Cuarrman. Mr. Boggs will inquire. 

Mr. Boeas. Mr. McCabe, what position does the Scott Paper Co. 
have in the paper field, what relative position, is it the smallest 
company ¢ 

Mr. McCanr. No, I would say that we would be in the upper half. 
Of course we cannot compare with International Paper in size nor 
Crown-Zellerbach or some of the others I could name. 

Mr. Boccs. How many companies are bigger than you are? 

Mr. McCane. How many larger ? 

Mr. Boces. Yes, in your particular field. Do you engage in the 
same business as the International Paper Co. ? 

Mr. McCane. They are in a variety of paper lines. International 
is in newsprint, they are in kraft papers of different kinds. 

Mr. Boce: What is your principal product ? 

Mr. McCasr. Our principal products are Scott towels, Scott toilet 
tissue, Scotties facial tissue, and household wax papers. We also 
manufacture Scott napkins. It is a reasonably wide variety of 
products. 

Mr. Boces. Is International Paper Co. in that business? 

Mr. McCaser. Yes, in paper manufacture, but not sanitary tissue 
products. 

Mr. Boces. How do you compare with the other manufacturers of 
facial paper and toilet paper and the other stuff ? 

Mr. McCanr. Well, Kimberley-Clark, who are in some phases of 
our industry, | would say are fairly close in size. Crown-Zellerbach, 
who is in this industry, is much larger than we are. 

Mr. Boces. What is the name of their product? 

Mr. McCazne. On the west coast they have a variety of products. 
1 think they make Zee and Zello. I cannot remember them all. 

Mr. Boces. In the tissue-paper field you are pretty near the top, 
are you not? 

Mr. McCane. It depends on what you call top, whether it is vol- 
ume—of course I think we are pretty good. 

Mr. Boeas. How long have you been in business ? 

Mr. McCaner. Has the company or have I? 

Mr. Boces. The company. 

Mr. McCaser. Well, it started as a pushcart business in 1879. And 
it was up to a little over a million dollars of sales volume when I 
joined it in 1916. 

Mr. Boces. What was the volume in 1945, 1946, 1947, 1948? 

Mr. McCapr. The dollar volume? 

Mr. Bocas. Profits. 

Mr. McCase. In 1945 the total sales—I will take paper sales alone, 
I will not include pulp sales—were $37 million. In 1946 it was $46 
million; in 1947 it was $57 million; in 1948, $73 million; in 1949, $83 
million; in 1950, $97 — in 1951, 123 million. Last year, I do 
not have the exact figure but I would say just under $130 million. 

Mr. Boacs. What is your base period credit, Mr. McCabe? 
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Mr. McCanr. Excess-profits taxes are paid on the average 
1946-49 years, I think it is. 

Mr. Boces. How much is that? What does that average? 

Mr. McCase. What do our taxes average? 

Mr. Bocas. No, what is your base period credit’ How much can you 
make before you pay any excess profits ¢ 

Mr. McCase. I cannot give you that figure exactly, sir. I know 
how much we pay. I know how much total taxes we pay and how 
much we pay in excess-profits tax. 

Mr. Boaas. You are president of the company ¢ 

Mr. McCapse. Yes, sir. 

Mr. Boses. Yo 1 do not know what your base period credit is 

Mr. McCase. You are talking about a breaking point é 

Mr. Boces. 1 am trying to find out how much money you can make 
before you pay any excess profits. Do you not know that? 

Mr. McCang. I think I can figure it out. I could not just offhand 
answer that. You see, it shifts every few months. 

Mr. Bocas. No, it does not shift. You have a base period, based 
on your earnings over a period of time. You are here testifying on 
the excess-profits tax. I thought you were acquainted with it. 

Mr. McCase. Here is the picture last year. We paid out in total 
Federal taxes $14,500,000. 

Mr. Boaes. Iam not asking that. I want to know how much money 
you and the Scott Paper Co. can make before you pay a nickel on 
excess profits. 

Mr. McCane. I think I can answer the question by saying of that 
amount we paid out, $1,780,000 in excess-prolits taxes, so the breaking 
point—I think I can give it to you approximately, but I would not 
want to guess at it. I do not want to answer your question for fear 
1 will be inaccurate in answering it. 

(The witness subsequently provided the committee with the figure of 
$19,900.000 as being Scott Pape r Co.’s excess-profits credit.) 

Mr. Boces. You have been in business for over 50 years. 

Mr. McCasr. No, 37 years. 

Mr. Boggs. I thought you said 18 something or other. 

Mr. McCase. You wanted to know how long the company had 
been in business. 

Mr. Boees. When I say you, I mean the company. The company 
has been in business for over 50 years. 

Mr. McCane. Yes. 

Mr. Boees. Apparently it had very good earnings during the base- 
period years and you probably had some capital reinvestment since 
that time. 

Mr. McCase. I want to point out to you why the excess-profits tax 
has hit us so hard. You see, during the war period, unlike a great 
many companies, we sold at very low prices, and here is what hap- 
pened earningwise. Our net income before taxes, was $8,190,000 in 
1941. It fell to 7.3 in 1942, 4.5 in 1943, 4.9 in 1944, 4.4 in 1945, and 
6.5 in 1946. Then it began to come back again. You see, on our excess 
profits we got hit at the time when they were rising. Let me show you 
what happened there. They were at a very low point in the war, 
they rose to 6 million in 1946, 15 million in 1947, 16 million in 1948, 
17 million in 1949. So our base is on a rising level of earnings, that 


; 
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is the point I wanted to make. They were low during the war but 
rising during the base period and afterward. 

Mr. Boces. That is the point Iam making; that is exactly the point. 
Your earnings were high during the base period. Therefore, until 
you get over that base you do not pay any excess-profits tax. I thought 
you knew that, Mr. McCabe. 

Here is the situation you are in, if you do not mind my telling 
you. 

Mr. McCase. Let me give it to you in another way. 

Mr. Boces. I do not see how you can give it to me another way, 
but go ahead. 

Mr. McCase. What I was going to say was that you should take 
our net earnings before taxes as a percentage of sales. 

Mr. Boaes. You just told us that you went up big in 1947, 1948, 
and 1949. The base period years, if I remember the law correctly, 
are 1946 through 1949, any 3 out of the 4. You can take 1947, 1948, 
1949 and I am sure that is what your tax accountants have done, and 
figure your base plus certain capital investment. Now, here comes 
along somebody competing with the Scott Paper Co.; it did not go 
in business in 1879, it went in business in 1947. Do you know how 
much exemption they got from excess-profits tax? One of your com- 
petitors, a new one, a brand-new one / 

Mr. McCase. No. 

Mr. Boges. $25,000. Do you think that is a fair type of taxation? 

Mr. McCase. Does the law not provide that he does not pay over 
a certain percentage ? 

Mr. Bocas. 70 percent is the general ceiling. 

Mr. McCanr. No; is there not a provision in the law that he does 
not pay over a certain percentage of his total tax? 

Mr. Bocas. Well, there are all kinds of formulas in the law, growth 
formulas and different rates, and so forth, and so on. He has to go 
and hire himself a firm of Philadelphia accountants to figure it out. 
If he hires 3 different firms, they will come up with 3 different answers. 
But you see the Scott Paper Co. does not have that problem because 
you are an old firm, you are well established. You have been in busi- 
ness, you have a good base period. 

Mr. McCarr. We do not think we have. Due to growth of sales 
and without any appreciable increase in profit margin, our pretax 
earnings in years following the base period were substantially higher 
than during the base period. 

Mr. Boaes. I am convinced that you have on the basis of the figures 
you gave me. 

Mr. McCanr. Not if you take the percentage of profits before 
taxes, the percentage on sales; it was 20 percent in 1941, in 1940 it 
was 19. In 1946 it was 11 percent; 1947, 18 percent, and 1948, 16 
percent. So that I think on a percentage basis our earnings were 
better than they were in the war period because they were very, very, 
very low in the war period. We were in the position of having our 
prices frozen at extremely low levels during the war, while many 
industries were not caught in the same position as we were in that 
regard. 

Mr. Bocas. You said when you were in the Federal Reserve Board 
you were opposed to this tax. 
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Mr. McC ase. ae It had no official connection with the 
Federal Reserve Board, but I was pe srsonally opposed to it: yes. 

Mr. Boaes. It is ine ompre she nsibie to me that you at that time when 
you were in a position when you had some large responsibility for the 
finances of this Government, should be oppos sed to the tax when you 
prol bably had a bigger deficit than you have now. What made you 
ch: unge your mind ¢ 

- McCase. I have not changed my mind. 

Mr. Decne: You come in here asking us to continue it. 

Mr. McCapnr. You were not here when I read my statement. 

Mr. Boaas. I read your statement while you were talking to Mr. 
Simpson. 

Mr. McCase. I will say this, that I do not like this tax, I do not like 
any part of this tax, but I say to you that I do not see any substitute 
tor this $800 million that you are going to lose in revenue. I want to 
make this point just as strong as I can make it, that if you give relief 
on excess-profits tax to us—and we want it from a selfish standpoint— 
from a broader standpoint we think it would be a mistake to start the 
pressure groups on you people here to get relief from taxes. I do not 
see how you can give relief on this tax without giving relief to the 
individual taxpayer and to these people that are suffering so much 
under excise taxes. 

Mr. Boaas. Mr. McCabe, just a minute. We are dealing with a law 
that is part of the law of the land which provides that on June 30 of 
this year, this month, this tax will expire. You are asking us to 
continue the tax, that is what you are doing. 

Mr. McCane. Mr. Boggs, I am saying this, that if we are committed 
to a sound fiscal program for this Government—— 

Mr. Boaes. Let me interrupt you just a moment. When you were 
with the Federal Reserve Board did not you have any concern about 
a sound fiseal policy ? 

Mr. McCane. Why, certainly. 

Mr. Boaces. You were opposed to an excess-profits tax then. 

Mr. McCase. Sure, I was. 

Mr. Boees. How can you be for one now ? 

Mr. McCasr. I was not opposed to higher taxes to balance the 
budget. 

Mr. Boges. I am not either. Do you not think there is something 
wrong about a tax that, as Mr. Simpson pointed out, classifies tax 
payers in the same business, makes one of them pay one tax and another 
pay another tax? 

Mr. McCane. Of course, I do. 

Mr. Boges. You talk about pressures. An excise tax at least is 
levied uniformly upon a commodity that is leviable. 

Mr. McCanr. I say this, if I was in some of those businesses that 
had those heavy excise taxes, I would feel I was hurt far more than a 
business that is subject merely to excess-profits taxes. 

Mr. Bocas. It seems to me, Mr. McCabe, that you have never been 
in a little growing business, you are in a big business. 

Mr. McCase. Who has not? 

Mr. Boges. You have not. 

Mr. McCapse. That is what I came out of. 

Mr. Booes. Not under any excess-profits-tax system. 
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Now, let us take an excise tax. You say that is more unfair. If 
I am selling jewelry and Mr. Mills and the chairman are selling jewelry, 
we are all paying 20 percent. It may be oppressive and excessive, but 
it is not discriminatory. That is quite a different thing. 

Mr. McCane. If I were in that business and saw I had to pay it on 
jewelry and other things I made and there were other companies and 
businesses in other lines that did not have to pay it, I would say it 
was discriminatory. 

[ say if I were in that business, I would consider it discriminatory. 

Mr. Boces. Most of them do in that business and they want some 
relief, too, but it is also recommended that we extend those taxes. 

Mr. McCarr. My feeling, Mr. Boggs, is that we have to take a more 
scientific approach to this whole tax problem. 

Mr. Bocas. That is exactly my feeling. That is why I cannot 
understand why you recommend the extension of a tax that you say 
you are opposed to. 

Mr. McCasne. I say this to you, sir, I ask you this, if you give relief 
from excess profits tax, what are you going to give me as an individual 
income taxpayer? Are you going to give me relief as an individual? 

Mr. Boces. The law on December 31 will give you some relief. 

Mr. McCanr. Are you going to make me wait until then? 

Mr. Boaes. - we let the law take its course. 

Mr. McCase. Then you would favor that discrimination against the 
individual ? 

Mr. Bocas. No: the committee has already reported the bill. I do 
not know what has happened to it. You ask the chairman about it. 


Mr. McCase. I am just asking that question. 

Mr. Boces. No; I am not in favor of it. I voted for the chairman’s 
bill. 

The CuHarrMan. We are right with you, sir. 

Mr. McCasr. Then I ask you the next question. Where are you 
roing to get the revenue to balance the budget ? 


~ Mr. Bocas. Well, I think it is entirely possible for the members of 
this committee working with the Treasury Department to sit down 
and work out the revenue problems of the United States without 
continuing a tax that every man who comes before this committee says 
is wrong, immoral, and unjustified. 

Mr. McCase. I want to tell you, sir, that it took no little courage 
for me to come here today. 

Mr. Bocas, I can well imagine that for a man who has been opposed 
to a tax all his life to come in here and suddenly change his position. 

Mr. McCase. Not only that, but if you have 

Mr. Boces. There must have been some persuasion, too, as well as 
courage. 

Mr. McCane. I am sorry for that implication, but I am telling you 
that I am largely here on my own. 

Mr. Boces. What do you mean by largely ? 

Mr. McCaze. I mean just exactly that. I have expressed myself 
forcibly on this subject, even before the President expressed himself, 
in the groups I have been working with, the tax committees that I 
have been working with. 

Mr. = acs. What committees are those? 

Mr. McCape. I am active in the CED. The CED has taken a very 


strong position on this. 
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Mr. Boees, What other committees? 

Mr. McCasr. There is another group of business men I am asso- 
ciated with. That is the Business Advisory Council of the Depart- 
ment of Commerce. 

Mr. Boaes. What is that ? 

Mr. McCase. Business Advisory Council of the Department of 
Commerce. I am associated with that. 

Mr. Boegss. Do you have an appointment from the Department of 
Commerce / 

Mr. McCanre, No; not in the ordinary meaning of the term. The 
Secretary of Commerce invites us to be members without compensation 
to advise him. 

Mr. Boees. I mean an advisory appointment of some kind? 

Mr. McCanr. This is a group of business men that have been oper- 
ating for a great many years as advisers for the Department of Com- 
merce, 

Mr. Bocas. You are on that committee ¢ 

Mr. McCase. I[ am one of that group. 

Mr. Bocas. What other groups? 

Mr. McCaze. They are the two principal groups. 

Mr. Boaes. You mentioned the CED and the Business Advisory 
group. Any other groups? 

Mr. McCasr, Only informal groups of businessmen and others that 
1 have known. 

Mr. beees. That is all, Mr. Chairman. 

The Cuairnman. Mr, Kean will inquire. 

Mr. Kean. I am sorry I missed your original statement, but I have 
been reading it. Do you find that talking to businessmen generally, 
not those who are particularly hard hit by the tax, that they generally 
favor the Treasury’s position ? 

Mr. McCase. Yes. 

Mr. Kean. I have felt that way from my mail. I have had a good 
many letters about this from businessmen in northern New Jersey, 
and they are businessmen who have interests in New Jersey and in- 
terests in New York, and I have been surprised somewhat at the 
fact that the majority of them, and they definitely were spontaneous 
writings, the majority of them seem to feel in spite of this being a 
bad tax, that for the next 6 months they want to continue it. 

Now, I think the tax is so awfully bad that I do not know whether 
I agree with them. The thing about those business people is that 
they are not, most of them, especially affected. ‘They are people 
who are looking at the economy in general but they are intelligent peo- 
ple. You feel that the people you talk to, the majority of them, go 
along with the administration’s position. 

Mr. McCase. Unquestionably. I tell you, most of them I think 
feel that way—they have confidence in this administration. They 
think this administration is working toward a sound dollar and a 
sound fiscal program. I think they are willing to go through a certain 
period of sacrifice or do anything that is reasonably necessary to 
vet on a sound basis. That generally is the gist of what these men 
feel. 

Mr. Kran. They think Secretary Humphrey is trying very hard to 
do something they want and they are willing to go along even though 
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perhaps they do not agree with him on the details but they are going 
to go along. 

Mr. McCase. A lot of them tell me they think it is tragic if we do 
not uphold him, that we have an administraton like this in Washing- 
ton and that if we do not uphold them, we do not deserve to have an 
administration like this continue. 

The Cuatrman. Mr. Simpson will inquire. 

Mr. Stupson. I want to say, Mr. McCabe, you are the first man 
who has had the nerve or the good taste, whatever you want to call 
it, to come in front of us, who is a heavy taxpayer, and tell us he is 
for it. Tcommend you for that. 

Mr. McCane. Thank you very much. As one Pennsylvanian to 
another, I may say this, that businessmen are very hesitant to take a 
position like this. 

Mr. Simpson. I should think so. 

Mr. McCanre. I mean I have to answer to thirteen or fourteen thou- 
sand stockholders. I did not consult those stockholders before I came 
down here. I do not know what their position is. We have all kinds 
of customers throughout the land, industrial customers of all classes 
and descriptions, large and small, affected by the tax. Whil I can 
understand why a lot of businessmen would not want to do this, I do 
believe, though, and therefore I have no reservations about com- 
menting, that when the stockholders understand these issues, when 
your employees understand these issues and your customers under- 
stand these issues, you would get an overwhelming majority of them 
that would vote to support the administration recommendation. 

The Cuarrman. We thank you, Mr. McCabe, for your appearance. 

Mr. McCazr. I appreciate your courtesy very much. 

Mr. Mirzs. Mr. Chairman, before you call the next witness, may I 
have the attention of the committee ? 

I have before me a letter dated May 29, 1953, signed by Mr. Walter 
Chamblin, Jr., vice president, Government Relations Division of the 
National Association of Manufacturers, 14 West 49th Street, New 
York 20, N. Y., to a member apparently—whose name I shall not 
divulge: 

Since writing you this week with respect to opposing extension of the excess- 
profits tax, I think you should have this information: 

1. The administration has urged this association, along with a number of other 
organizations, to either remain neutral or support the extension of the excess- 
profits tax to December 31 as recommended by President Eisenhower. 

2. Consequently, the association is taking a telegraphic poll of its board of 
directors as to whether to favor expiration of the tax on June 30 or to concur 
in the extension of the tax to December 31. 

8. As of this writing it is not possible to forecast the outcome of this poll 
which will be closed at 4 p. m., Tuesday, June 2. 

4. Otherwise there has been no change in the legislative situation. 

Chairman Reed, Republican, New York, of the House Ways and Means Com- 
mittee is continuing to press hard for expiration of the tax on June 30 and is 
being opposed vigorously by administration leaders who favor extension of the 
tax for 6 months, 

Very truly yours, 
WALTER CHAMBLIN, Jr. 
Vice President, Government Relations Division. 

Mr. Chairman, in the light of the inquiry which you yourself di- 
rected this morning to the Secretary of the Treasury, [ trust that 
we may have an opportunity to find out who it is that has been in 
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contact with whom in the National Association of Manufacturers in 
an effort to keep them from apearing before this committee and 
freely expressing their views on legislation before the committee. 

As I pointed out heretofore, such action may well constitute a 
violation of the law which the chairman has referred to and I think 
the committee is entitled to know who it is that is thwarting this 
committee in attempting to find informaion on this legislation. 

The Cuatrman. I will say further that if I find out that they h: 
violated the Lobby Act, the matter will be turned over to the De pa rt 
ment of Justice. 

The next witness is Mr. John W. Douglas, president, Republic Foil 
& Metal Mills, Inc., Danbury, Conn. 

We are very gl: ad to have you here; if you will give just your name 
to the reporter and capacity in which you appear, we will be glad to 
hear you. 


STATEMENT OF JOHN W. DOUGLAS, PRESIDENT, REPUBLIC FOIL 
& METAL MILLS, INC., DANBURY, CONN. 


Mr. Dovetas. My name is John W. Douglas. 

This will be a brief statement. 

I live in Brookfield Center, Conn. Iam president of Republic Foil 
& Metal Mills., Inc., producers of aluminum foil which 1s used for 
protective packaging, electrical condensers, insulation, and other func- 
tional and decorative purposes. Our plant and executive offices are 
in Danbury, Conn., where we employ approximately 120 people. 

Our company was incorporated in November 1945, and in March 
1947 we commenced production in our brand new modern foil mill. 

Following the been costly period of adjustment and shakedown, 
we encountered : grave aluminum shortage during 1948 and 1949, 
which seriously alana our operations. As a result, our company 
lost approximately one-quarter of its capital during the initial 3 
years of operation. 

In spite of this serious drain on our resources, we continued to exert 
our fullest efforts toward improving our processes and production and 
in 1950, the company recovered the accumulated losses of the 3 prior 
years. 

During 1951 and 1952, the company earned normal profits before 
taxes. However, at the end of 19% 2, Income taxes had drained away 
65 cents of every dollar of our lifetime net earnings. 

If the excess-profits tax is reenacted and our business continues at 
present levels during the balance of 1953, 68 cents of every dollar 
earned will be siphoned off in taxes, and even with its expiration on 
June 30, we will still pay. in taxes, 59 percent of our 1953 earnings. 
In actual fact, a reenacted excess-profits tax will be a tax increase up 
to 9 percent to certain corporations subject to its provisions. This is 
a far cry from promises of tax reduction and aid to new, small and 
growing companies. 

The effect of this confiscator y taxation has been to stifle our growth. 
Two years ago we determined to enter into an important expansion 
program based upon potential profits before taxes. Architects and 
engineers were retained and specifications were released for bid. How- 
ever, in the final analysis, after figuring our potential earnings after 
taxes, we pigeonholed the project as an unsound business risk. 
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The results have been lost growth, lost competition, lost employ- 
ment, lost income, lost tax revenue, and lost opportunity to strengthen 
the national economy. No gains are recorded. Reenactment of the 
excess ‘profits tax for 6 months will go a long way toward shelving our 
plans indefinitely. 

I might observe that Secretary Humphrey just stated that loss of 
¢800 million might be the straw that breaks the camel’s back. It 
is far more likely that extension of the excess-profits tax will be 
<7 straw that breaks the back of many small companies. I do not 

hink it will break the back of the Scott Paper Co., but it might break 
the back of our company. 

It is unnecessary to tell you that it is the stated policy of the 
Government to encourage and aid the independent producers of 
aluminum products. In an effort to increase the number of primary 
producers incentives are being offered in the form of rapid tax amor- 
tization certificates, long-term purchase contracts, and guaranteed 
loans. Yet, in the very same breath, the administration is advocat- 
ing a tax which is destructive to aluminum growth and expansion. 
The two procedures are in conflict at every step. 

For the past 3 years our company and thousands of others have 
been advocating an equitable-tax program. In all my contacts with 
Members of Congress, the Joint Committee on Internal Revenue, the 
Treasury De partment, and private financial experts, every person, 
without exception, has agreed that the excess-profits tax is discrimina- 
tory bad taxation. In the face of these facts, it is inconceivable 
to me that any fair and right thinking person can advocate the reenact- 
ment of such a tax. 

Secretary Humphrey in his testimony of June 1 before your com- 
mittee stated that the excess-profits tax is “an iniquity as well as an 
inequity.” No one disputes this. He then went on to state: 

It does not seem fair to let the first reduction benefit only a relatively small 
group of corporations at least 6 months ahead of any relief of other taxpayers, 

In other words, Secretary Humphrey first emphasized that a small 
group have been iniquitously discriminated against and in the next 
breath advocated that this group be given no relief ahead of those 
who are not subject to the same inequities. Personally, I am unable 
to accept Secretary Humphrey’s definition of fairness. You do not 
refuse bread to a starving man until the banquet is served. 

I wish, also, to take sharp issue with Secretary Humphrey’s con- 
tention 7 at failure to pass a new excess-profits tax amounts to a 
tax cut. Corporations subject to the excess-profits tax planned their 

1953 oie on the basis of a maximum tax of 59 percent. Having 
. en led to expect tax reductions, they now find themselves threatene d 
with an additional tax up to 9 percent. 

Secretary Humphrey stated that in 1951 less than 12 percent of 
the 424,000 corporations with a taxable income in that year paid 
excess-profits taxes, and indicated that the percentage may be smaller 
In 1952. rag used this as an argument for reenactment of the tax. 
Actually, it is the strongest kind of argument for killing the tax, 
since a very small minority of corporations, chosen by inequitable for- 
mulas, will be required to pay the estimated yield of $800 million, 
and many of these corporations are new, small, and least able to bear 
this burden. Finally, it is not clear to me how the end of the excess- 
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profits tax will be inflationary now, but the elimination in 1954 will 
not be inflationary. 

The expiration of this tax on June 30 will be a long step toward 
liberating the whole economy. If the experience following the end 
of World War II is any criterion, regular corporation taxes within 
a short period of time will far outstrip the resultant loss in revenue. 
But, if Congress does not have that much faith in our economic 
future, it would be far better to assure the $800 million revenue by a 
small temporary rise in the regular corporate tax rate in place of 
another crippling tax on a select segment of our economy. 

In summary, the excess-profits tax is just as bad a tax as Secretary 
Humhprey described it to be. There can be no just argument for 
its reenactment. I urge that you let this tax die, thereby giving 
the economy momentum, which it so urgently needs. 

Thank you. 

The Cuairman. That concludes your statement ? 

Mr. Dovatas. Yes, sir. 

The CHAIRMAN. We are very glad that you appeared here. You 
have made a nice statement. 

Any questions ? 

We thank you for the appearance and information you have given 
to us. 

(The following letter was later received from Mr. Douglas :) 


Hon. DANTEL A, REED, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington, D. C. 

DEAR CONGRESSMAN REED: On June 3, I listened with keen interest to the 
testimony which Mr. Thomas B. McCabe, president of Scott Paper Co., 
before the Ways and Means Committee, directly preceding my statement. 

As you will recall, Mr, McCabe advocated continuation of the excess-profits 
tax. When Mr. McCabe was questioned as to Seott Paper Co.’s excess-profits- 
tax exemption, he d'd not have the information at hand. 

In weighing Mr. McCabe's statements, I feel that the Ways and Means Com- 
mittee should give consideration to the following financial figures determined 
from the company’s 1952 Annual Report: 


made 


1. In 1952, out of approximately $25.7 million in income before taxes, 
it would appear that the company’s excess-profits-tax exemption was ap- 
proximately $19 million, or 76 percent of income before taxes (an increase 
of apprcximately $1 million over the 1951 exemption). 

2. Federal normal surtax and excess-profits tax amounted to $14.3 million, 
or a little over 57 percent of net income. 

During the 3-year period ending December 31, 1952, the company paid 
percent of income in all Federal and State taxes. 

4. The net return on sales, for this same 3-year period, after all taxes, 
amounted to 8.2 percent. 

5. The company’s return on net worth in 1952 was 15.5 percent and the 
return on tota! gross assets was 9 percent. 

6. As a result of the company’s earning record, it was able to borrow 
in the open money market, for expansion purposes, $25 million at 3 percent, 
an avenue and interest rate of financing not available to companies less 
fortunate from a tax standpoint. 


2 
o. 
ft 
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In contrast to the Scott Paper Co., who had the opportunity to grow and 
become strong when taxes were low, this company, which commenced operations 
in 1947, has paid out 65.4 percent of its lifetime net earnings in income taxes 
and many other new, small, and growing businesses are in a similar position 
and like ourselves may expect to pay 68 percent in income taxes this year. 

I certainly congratulate Mr. McCabe on the splendid operating record of his 
company. However, I question whether he qualifies as an unbiased witness in 
favoring the continuation of a tax which penalizes his company far less than 
many others, some of which may be competitors. 
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Inasmuch as the excess-profits-tax exemption of the Scott Paper Co. could 
only be arrived at by interpretation of figures contained in the company’s 1952 
Annual Report, I am sending a copy of this letter to Mr. McCabe so that he may 
make any corrections which he feels are necessary. I am also sending carbon 
copies to the other members of your committee. 

May I take this opportunity to thank you and the members of your committee 
for the courtesy which you extended to me last week. 

Very truly yours, 
Repusiic For & METAL MILLs, INC. 
JOHN W. Dove.as, President. 
The Cuarrman, The next Ps a is Mr. J. L. Young, Young & 


Greenawalt Co., East Chicago, Ind. 


STATEMENT OF J. L. YOUNG, PRESIDENT, YOUNG & GREENAWALT 
CO., EAST CHICAGO, IND. 


Mr. Younc. Mr. Chairman, I am J. L. Young of East Chicago, 
Ind. Iam president of the Young & Greenwalt Co, 

We have a corrugated metal fabricating plant in East Chicago, Ind., 
and another at Gary, Ind. We also have a concrete pipe plant at 
Gary and a set of dies for sectional plate pipe which we farm out to a 
fabricator. Besides fabricating pipe, we do a contracting business 
which consists primarily of the installation of our product ‘for drain- 
age purposes. 

Mr. Greenawalt and myself, after graduating from college, worked 
for a railroad doing construction work for about 7 years. Later we 
worked for various subsidiaries of a steel company in their sales and 
construction departments. In 1939 we formed a partnership and 
started to do specialized contract work, buying our materials at first 
from steel pipe fabricators. Later it became necessary to maintain 
an inventory of pipe materials with an independent pipe manufac- 
turer and have him build pipe for us in order to be able to operate our 
contracting business. From this arrangement we gradually got into 
the metal pipe fabricating business. 

By 1947 our business had increased to the point where it became de- 
sirable to incorporate. Shortly thereafter, and in the early part of the 
excess-profits base period, we started to make concrete pipe in addition 
to metal pipe. 

When we started in business, Mr. Greenawalt’s wife kept the books 
and my wife did the other office work. There were two foremen whom 
we hired, and this made up our organization. We now have 305 
employees, 

Our case against the excess-profits tax is not unique. We simply 
demonstrate what is happening to thousands of small businesses. 

First, the drain on our earnings keeps us constantly in trouble 
meeting our material and Labor bills and short of cash due to a steady 
expansion of business. How we are going to meet our tax bills on 
June 15 isa major problem if we are to keep our credit standing with 
out suppliers. 

Our second complaint is the discriminatory application of the ex- 
cess-profits tax. 

In recent months we have been in the 70 percent tax ceiling. having 
passed through the 82 percent bracket. This high tax rate affects our 
competitive position. We are in competition with many large com- 
panies which had grown to maturity prior to the base period and 
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whose present operations are, therefore, more consistent with their 
base period experience than are ours so that they do not feel the 
brunt of the excess-profits tax. We are forced to bid against them. 
On export pipe for example, the market price is about 9 cents per 
pound. We must take business at this low price to maintain our or- 
ganization. Of this 9 cents, 7 cents represents the galvanized mate- 
rials that we purchase from outside sources, leaving us $40 per ton for 
fabricating, overhead, and profit. Paying as we do a far greater 
proportion of our profits to the Government than do the old estab- 
lished firms, because of the excess-profits tax, we small-business men 
are unjustly discriminated against. 

Thirdly, the profit after taxes is so small we do not have the capital 
left over to construct the automatic machines and other equipment 
necessary to an eflicient operation. We could widen our market sub- 
stantially, create new markets, and export our pipe if we had auto- 
matice machines. 

As an example, there is a 150-ton press which we bought from a scrap 
pile in 1942 for $2,000, when if we had had the money, we would have 
bought a modern 150-ton press for $12,000. We are still using this old 
$2,000 press and are still so short of cash that we cannot replace it. 
It is my candid opinion that the use of this obsolete machine instead of 
a new one—which would now cost about $35,000—has been costing us 
a minimum of $25 per day. Last year the excess-profits tax skimmed 
one of these machines, which we needed so badly, off our earnings; 
and if this tax is continued we may have to live with our out-of-date 
practices and methods indefinitely. 

Furthermore, because Mr. Greenawalt was dissatisfied with the 
risk and lack of prospect for future expansion to maintain our competi- 
tive position as a result of the excess-profits tax, he determined to sell 
his ownership of the business and now works part time only. Without 
his full-time participation, I could not keep the business going alone 
and have recently sold the concrete pipe machinery to reduce my 
responsibilities and to raise money to finance growth in the other 
lines of business. But even with this, I still have the problems and 
vill be able to pay my taxes in June only if I can borrow the necessary 
funds. 

The so-called excess-profits tax is a misnomer. It is a tax which 
drains off the earnings which should be plowed back into the busi- 
ness. Our credit of about $50,000 is based on an operation during the 
base period of less than one-half the size of present volume. The result 
1s that the tax falls on the profits yielded by growth and expansion, not 
war profits since we do but little defense work. No small business can 
grow under this tax structure, and without growth the business will 
wither and die. 

Gentlemen, I thank you. 

The Cuarrman. That concludes your statement? It is a very fine 
statement. We like to get testimony from people who have had prac- 
tical experience with the inequities of this law. So we thank you very 
much. 

Mr. Youna. Thank you. 

The Cuarrman. The last witness is Mr. E. Bogue, president, ETC, 
Inc., Niles, Mich. 

Will you give your name and capacity in which you appear? We 
will appreciate it, and will be glad to hear you. 
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STATEMENT OF EDWARD A. BOGUE, PRESIDENT, ETC, INC., NILES, 
MICH. 


Mr. Boeur. Mr. Chairman and members of the committee, my name 

IS eee ann e,and I am president of ETC, Inc. Our plant is in 
Mich., ae a city of ap proximate ly 15,000 people, 12 miles 
th of South Be a Ind. e e employ approximately 200 residents 
this area, and a number of Berrien Springs theological students. 
ETC, Inc., was incorporated April 16, 1946, with a capital of $6,000, 
contributed by 4 stockholders. We are now in our eighth year pro- 
ducing electri al control units. One of our principal products is a 
solenoid, one of which I have in my hand. ‘This device converts electri- 
cal energy to mechanical energy and permits automatic control of 
electric washing machines, overdrive mechanisms for automobiles, air- 
conditioning equipment, and many other items. 

During 1946 our gross sales were $64,000 and we made a profit of 
about $5,000. During 1947, 1948, and 1949, our sales kept increasing 
and although we did not lose money during any of these years, our 
maximum profit in any one year was $6,500. Those were the years 
we were getting the business started. During the last several years, 
our sales have increased rapidly, approximating $320,000 in 1950, 
$625,000 in 1951, and $700,000 in 1952. So far this year our sales have 
been over $100,000 a month and we now employ 200 people, as com- 
pared with 10 when we started in 1946. 

The rapid growth in sales has necessitated expansion of plant and 
equipment and additional inventories which has resulted in a very 
poor working capital position. At the beginning of this year our 
current liabilities amounted to $184,000 and exceeded our current 
assets by $5,000. Normally, bankers expect a working capital ratio 
of at least 2to1. Ours was 0.91to1. Accordingly, we have to expect 
bankers to be reluctant to lend money to our company. 

The increased sales this year will require at least an additional 
$50,000 investment in inve ntory and additional plant and equipment 
estimated to cost another $50,000. This means that we have to find 
$100,000 in cash to pay for the additional inventory and facilities. 
We are hopeful of raising possibly $35,000 by increasing the mortgage 
on our plant and hope to raise some of the remaining working capital 
by retaining earnings. We believe that we have solved some of our 
production problems, which together with the increased sales volume 
should enable us to realize a fair return on sales. 

However, under the present tax laws, any earnings that we may 
realize over $25,000 are considered “excessive” and we will be required 
not only to pay income tax thereon at the rate of 52 percent, but also 
excess-profits tax at the rate of 30 percent if that tax is not allowed to 
expire June 30. That leaves us $0.18 of each dollar of earnings with 
very little prospect of making any improvements in our working- 
capital position. Gentlemen, do you think a profit of over $25,000 
on sales of $1.000.000 to $1.500.000 should be considered excessive ? 
Is it fair to penalize our company because we have been able to develop 
satisfied customers and expand our operations? We cannot use, and 
the Government will not accept, either our plant or inventory in pay- 
ment of taxes. And as I have previously told you, we have no working 
capital and we cannot pay from that source. Obviously, we think 
the excess-profits tax should not be extended. 
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The Cuarrman. Does that conclude your statement ? 

Mr. Boeur. That is right. 

The CHatrMan. We congratulate you. It is a very nice statement. 

Mr. Saptak. Mr. Bogue, I wonder if you will not tell us what the 
ETC stands for. We were trying to figure out what the real meaning 
of it is. 

Mr. Boaur. The ETC name started with the initials of the 3 fellows 
or 4 fellows that incorporated, Ed, Tamale, and Charlie. We have 
had to answer that same question several times since and since we 
are a contract manufacturer, we have used it to indicate “Engineered 
To Conform” to customer’s specification. It has been a real sales 
punch. 

Mr. Sapuax. I appreciate that information. I notice your name 
is Bogue. If I recall, during my service in the last war we had a 
great deal to do with Bogue, being a very small aircraft carrier and 
it has a tremendous name, I am sure, in the naval history of our 
country. ; 

Mr. Boeur. Thank you. I have heard of the same aircraft carrier, 
although I have not had the pleasure of being part of it. I only 
know that there are very few of them and there might be some 
connection. 

Mr. Saptak. There was the Bogue which made the great record and 
then the small aircraft carriers were then subsequently made in the 
same class and the small carriers were then referred to as the Poque- 
class carriers. I remember that name. 

Mr. Boeur. I have learned something. 

The Cuatrman. The committee will recess until 10 o’clock in the 
morning. 

(Whereupon, at 4: 45 p. m., the hearing was adjourned, to reconvene 
at 10 a. m., June 4, 1953.) 
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THURSDAY, JUNE 4, 1953 


Hovuse or RepreseNnrATIvVEs, 
CoMMITTEE ON Ways AND MEANs, 
Washington, Di. 

The committee met, pursuant to recess, at 10 a. m., in the main hear- 
ing room, Hon. Daniel A. Reed, chairman, presiding. 

The CHarmman. The committee will come to order. 

The committee will continue public hearings on the President’s 
recommendations to extend for 6 months the excess-profits tax. 

The first witness this morning is Mr. Robert C. Loudon, controller, 
Symington-Gould Corp., Depew, N. Y. 

Mr. Loudon, we extend a welcome to you and will be glad to hear 
you. If you will just give your name and capacity in which you 
appear for the record, we shall be delighted to hear what you have 
to say. 


STATEMENT OF ROBERT C. LOUDON, COMPTROLLER, SYMING- 
TON-GOULD CORP., DEPEW, N. Y. 


Mr. Loupon. My name is Robert C. Loudon. I am comptroller of 
Symington-Gould Corp. of Depew, N. Y. I am unalterably opposed 
to the extension of the excess-profits-tax law because no such tax can 
ever be equitable, in spite of the best efforts of this committee to make 
it a fair law. 

For example, this morning I want to point out to you an inequity in 
the excess-profits tax laws which I hope will be corrected by this com- 
mittee. It is the type of inequity which clearly demonstrates the utter 
futility of trying to enact a fair excess-profits tax law. Undoubtedly 
there are many other inequities in this type of law, but our problem is 
such an obvious example of unfairness that I feel this committee 
should be apprised of the situation. The unfortunate predicament in 
which our company finds itself has existed since the excess-profits tax 
went into effect after the Korean war. 

Our company is engaged in the manufacture of railway equipment. 
On November 21, 1949, we bought all the stock of a corporation named 
Martin & Schwartz, Inc., which company was engaged in the manu- 
facture of gasoline pumps. There was nothing unusual about the 
contract, and by its terms it provided that the closing was to take 
place within 40 days from its execution by the parties, and the trans- 
action was closed on the last day. That date was January 6, 1950. 
On January 3, 1951, almost a year later, President Truman signed the 
Excess- Profits Tax Act, which act levied an excess-profits tax on our 
company’s earnings for the calendar year 1950. In computing our 
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company’s credit for the purposes of this tax, we learned that because 
the legal title of the Martin & Schwartz stock was transferred after, 
rather than before, January 1, 1950, it caused our excess-profits tax 
credit to be reduced by 12 percent of the $2 million purchase price, or 
$240,000. Solely because of the fortuitous circumstance that this 
transaction was closed on January 6, 1950, rather than before January 
1, our company had an increase in inadmissible assets, and under sec- 
tion 435 (g@) (5) (B) the company had a capital reduction under that 
section and section ~ (2) (6). 

The essence of the transaction was that on November 21, 1949, we 
executed a binding contract to purchase the stock and then and there 
became the equitable owners of that stock. There are precedents in 
the present Exess-Profits Tax Act for treating the contract date, 
rather than the delivery date as controlling. For example, see sec- 
tions 443 (f) (2) and 444 (f) (2) (B). 

1 have here a draft of an amendment which, in our opinion, will 
give us relief from this injustice. It does nothing more than to make 
Symington-Gould Corp. start even with its competitors. It does not 
give us any undue advantage. It merely permits a computation of 
our excess-profits credit in the normal way without penalizing us for 
the closing of an ordinary business transaction on the 6th day of Jan- 
vary 1950, rather than a few days earlier. Since Symington-Gould 
Corp. was the equitable owner of the Martin-Schwartz stock on Janu- 
ary 1, 1950, and could not have withdrawn from its contract to pur- 
chase it, it is our contention that it should be treated as the owner of 
that stock on the beginning of its first excess-profits tax yea 

At this point in my statement I would like to depart Wein my pre- 


pared text. I ask permission to have my prepared text printed in 
the record because it contains a draft of the amendment to the statute 
which would cure the inequities I have described above. 

The CuatrMan. Without objection, it is so ordered. 

(The statement follows:) 


This inequity can be remedied and real recognition be given the principle that 
taxation is a matter of substance rather than form by amending section 4385 
(z) (5) (B) to add at the end thereof the following: 

“Stock in another corporation acquired by a taxpayer after the beginning of 
its first taxable year under this subchapter, pursuant to a written contract exe- 
cuted prior thereto, shall, for the purpose of determining such taxpayer's original 
inadmissible assets, be deemed to have been owned by the taxpayer on the 
first day of its first taxable year under this subchapter.” 

And section 485 (g¢) (6) by adding, at the end of subparagraphs A and B, the 
following parenthetical phrase: “or contructively held on such date under the 
conditions set forth in section 435 (2) (5) (B).” 

We request the committee to correct this patent inequity, since my company 
has been subjected to a highly unjust excess-profits tax since 1950, whether or 
not the excess-profits tax is extended. 


Mr. Lounon. Instead of getting into the technicalities of language, 
I want to discuss with you the approach made by the Honorable Sec. 
retary of the » Tre: asury to this prob lem of ee the excess profits 
and particularly on his suggestion that it be extended without 
amendment 
Frankly, I think that such action would constitute a breach of 
faith to the taxpayers of this country. The excess-profits tax was 
passed on January 3, 1951. When the proposed Revenue Act of 1951 
was before this honorable committee, the Republican members in 
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their report pointed out that no hearings were held before this com 
mittee on the needed changes in the excess profits tax law because 
the then Secretary of the Treasury stated : 


That tax has just gone into effect As it gets into operation we will begin to 
find out how it works. We imay have to have some adjustments. Some inequ 
ties may develop one way or the other as it goes into operation. We feel that it 
is too early a start to make recommendations until it has been in operation 
awhile. We thought we could catch during the second phase some adjustments 


that will have to be made 

Based upon this assurance by the Secretary, this committee heard no 
Le stimony on needed changes in the excess profits tax law, although 
certainly it was assumed that certain adjustments would have to be 
made effective from the inception of the law. 

When the Revenue Act of 1951 was before the Senate Finance 
Committee it did permit a few adjustments, but in its report that com 
mittee conceded that other adju stments or amendments were absolutely 
necessary. 

‘The Senate Finance Committee in its report stated: 


In addition, your committee’s bill includes several new provisions which deal 
with various other excess-profits tax problems of a relief nature. A great num- 
ber of these problems were brought to the attention of the committee during 
its hearings on this bill, and these problems were examined by the staff. Your 
committee has confined its action to those cases which present the most immedi 
ate and pressing need for statutory changes. Of necessity, the committee has 
deferred action upon the bulk of the excess-profits tax proposals even though a 
number of suggestions undoubtedly are meritorious It is believed that further 
action in this entire area should be deferred until the excess profits tax returns 
have been filed and there has been an opportunity to evaluate the detailed oper- 
ation of the law. It is anticipated that this will be possible early in 1952. In 
the meantime, the staff will continue its study of the problems involved in this 


entire field, 


In view of these oflicial statements, the record is clear that there has 
been a pledge of faith, both by the administration, which initiated 


ae 


the excess-profits tax, and by the two committees of Congress charged 
° ] 


with passing that law, that inequities in the excess-profits tax law 
would be corrected retroactively to the date of the Inception of that 
law. 

I, therefore, submit to you that these equitable adjustments should 


be made at this time and applied retroactively. Above all else, 


they should be made if this unfair and unjust law is to be extended 
even for so much as 1 day. 

The Cuarrman. Does that conclude your statement ? 

Mr. Loupon. Yes, sir. 

Che Cuairman. We thank you very much, Mr. Loudon. 

I believe you are represented by an attorney, Mr. Lloyd Symington. 

Mr. Loupon. That is true. 

The Cuatrman. We think very highly of him and congratulate you 
on having the benefits of his talents and ability. 

Mr. Loupvon. Thank you. 

‘The Cuairman. Any questions? 

Mr. Mason. I want to make a statement, Mr. Chairman. 

The Cuarmrman. Mr. Mason. 

Mr. Mason. I want to say, Mr. Loudon, that in regard to your state- 
ment which says that if this excess-profits tax is continued, it will be 
a breach of faith to the American people, I agree heartily with that 
statement. 
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That is all, Mr. Chairman. 

The Cuatrman. Any other questions ? 

We thank you very much for your appearance and the information 
you have given to us. 

Mr. Loupon. Thank you. 

The Cuarrman. The next witness is Mr. Paul D. Seghers, on behalf 
of the Federal Tax Forum, New York City. 

Please give your name to the reporter for the record. 


STATEMENT OF PAUL D. SEGHERS, ON BEHALF OF THE FEDERAL 
TAX FORUM, NEW YORK CITY 


Mr. Sreuers. My name is Paul D. Seghers, attorney, New York, 
representing the Federal Tax Forum as chairman of its ¢ -ommittee on 
Federal tax legislation. 

The Federal Tax Forum is an organization of attorneys, account- 
ants, privately employed heads of tax departments. The members 
number about 200 and they represent a very large segment of industry 
and of finance. 

Our recommendations deal with remedial amendments which we be- 
lieve necessary to correct injustices and rent which exist in the 
present excess-profits tax law and which we believe are the result of 
inadvertence rather than any congresisonal intention to levy excep- 
tional burdens or deny relief to some while affording relief to others 
almost identically situated. 

The Cuamman. You are aware, of course, that the Secretary of 
the Treasury opposed any amendments. 

Mr. Srarers. I am aware that that is the position he has taken. I 
feel that that injustice is an injustice whether it lasts for only 6 
months or for 3 years. We feel that those injustices should be corrected 
not because of sympathy for the individual who bears the burden, but 
for a number of good public reasons. One reason is that of taxpayer 
morale. I have seen taxpaver morale go down in the past 35 years, and 
I attribute a large part of it to inequities that could have been cor- 
rected, and also to administrative policies which I hope have been 
changed, of tricking a larger tax out of a taxpayer without any ques- 
tion of the accuracy of the facts reported. 

We are not down here to discuss whether or not the excess-profits 
tax should be continued. Our organization is technical and non- 
political and we do not consider it within our province to make a recom- 
mendation on that point. Regardless of whether or not it is extended, 
however, we do feel that all existing injustices should be corrected 
retroactively. 

The present excess-profits tax law was enacted very hastily, follow- 
ing the invasion of Korea in the middle of 1950, and, in consequence, 
a number of inequities appeared in the law. In 1951 no adequate op- 
portunity was afforded taxpayers to present recommendations for 
essential remedial amendments. 

I might say that we were enjoined to speak of nothing that would 
have any affect in reducing the revenue, that the only purpose was to 
raise more revenue in 1951, which of course was necessary. We at- 
tempted to deal with that question only and we found that only a few 
amendments were then pressed. They helped a few taxpayers in a 
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very large way but there were very few of the injustices corrected 
then that needed to be corrected. So we feel at this time we are per- 
fectly justified in asking for remedial amendments and asking that 
they be made retroactive. 

If an injustice or inequity exists, it should be corrected whether the 
adjustment is made when the tax is in force or after the tax law has 
run its course. We have had such remedial legislation many times in 
the past. The amount of relief afforded is a very tiny percentage of 
the revenue involved in the period of excess-proftits tax but it will re 
move a sense of injustice, it will remove inequitable competition in 
many situations. We do not believe that our recommendations would 
cause a heavy drain on the Treasury. 

On the other hand, we believe that it is of the greatest importance 
that injustices be limited in order to encourage taxpayer morale which 
is so essential to effective administration of our tax laws. 

Under our system of self-assessment in the first instance and of de 
pendence toa large extent on the fair recording of the facts, it is essen 
me al in connection with it that the taxpayer feel that he is getting a 

fair break from the Government; first of all, from you gentlemen, 
a fair break in the way in which the law is worded and adequate pro- 
visions made to take care of unintentional injustices and then fair 
administration of the law in the field. 

A summary of our recommendations is included with this statement. 
Following this summary are separate sheets presenting the facts with 
respect to ) the need for each of the amendments recommended and our 
suggestions expressed in general terms of the manner in which we be- 
lieve that the necessary relief might be effected. These recommenda- 
tions were included with other recommendations for the amendments 
of the general and income-tax provisions of the Internal Revenue 
Code which was submitted to the Honorable Colin Stam, Chief of your 
technical staff, at a meeting held on January 9 of this year with him 
and representatives of his office and of the Treasury. ‘These recom- 
mendations are listed in the summary here, C-1 to 16. The A’s were 
general recommendations and the B’s were income-tax recommenda- 
tions, which we hope to have an opportunity to present to you at the 
income-tax hearings. 

If I may do so, I would like to run over these recommendations, 
emphasizing those which are most sweeping in their nature and going 
briefly over those which are highly technical. 

I do not think that a taxpayer should be denied relief merely 
because the provision that is asked for is highly technical. It has 
to be highly technical to correct the technical error and at the same 
time not cause further difficulty. We have attempted to express the 
need and express the way in which it should be remedied. 

In skipping briefly over those, I do not minimize the importance to 
the taxpayer that falls into that particular group, but what I do seek 
to emphasize in my presentation is very ge ne sral principles, general 
sweeping recommendations, of which 1 ‘and 2 are the principal ones 
and No. 16 also is a very general ener which may affect 
any taxpayer. It will not affect everyone, but it may affect any tax- 
payer and therefore it is of potential interest to every corporation 
which is liable or has been liable for excess-profits tax. 

The CuarrmMan. Pardon me, Mr. Seghers. Where are you now in 
your prepared statement ¢ 
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Mr. Secuers. I was just introducing the summary of these recom- 
mendations and explaining how I would deal with them, Mr. Reed. 

The Cuatrrman. Thank you. 

Mr. Secuers. C—1, general relief provisions: We feel that some 
general relief provisions are needed to supplement the rigid formula 
computations of the amount of relief which is now provided. The 
formulas are very good and they give relief in — instances. I 
think that a general provision would not be used or should not be 
available to the majority of excess-profits-tax aren ag but no matter 
how cleverly drawn and how numerous these formula provisions, hard 
and fast rules and formulas of that kind are bound to work injustice. 
They work injustice on taxpayers and they work injustice on the 
Government. 

We feel that in addition to that there should be some equitable 
relief with a certain amount of discretion afforded, such as section 
722, and an impartial board to administer it. 

Now, we know there were many complaints about inability to obtain 
relief. Nevertheless, an opportunity to obtain it in an extremely 
meritorious case and one having outstanding merits should not be 
denied. At present everything goes according to rigid formula and 
there is no provision to take care of the hard and unforeseen case 
needing relief. 

Now, going on to C-2, in the various formulas of relief provisions 
there is frequently occasion to use an average industry rate of return. 
I think that that hard and fast rule has caused the Government more 
loss of excess-profits tax revenue than any other because within each 
artificial industry classification there are certain subgroups and types 
of industries which normally earn a lower rate of return than _ 
average for their statutory classification. As a result, those corpor: 
tions pay less excess-profits tax than they should. 

On the other hand, many corporations that should obtain relief 
were denied it oo they were included in the broad classification, 
the average of which is not at all representative of that actual in- 
dustry. 

We make only a very modest suggestion in that regard, however. 
We only say that if the average rate is to be used, then the taxpayer 
who is allowed to use such average rate in place of his own actual 
income for the base-period years should have the same choice. The 
taxpayer that uses its own actual base-period income may choose the 
best 3 out of 4 years. If statistics for the taxpayer’s industry are 
substituted for the taxpayer’s actual income, in that event the best 
3 out of 4 years and not the flat average of the 4 years should be used, 

C-3 is self-explanatory. The Secretary of the Treasury should be 
directed to make a study leading to the calculation of rates of return 
for each of the three digit subgroups listed under the m: jor industry 
groups in the Standard Industrial Classification Manual. That is a 
specific recommendation. We merely say break down the percentage 
rates and use them with a greater degree of accuracy than to have only 
a few broad classifications which group very unlike industries m one 
heading. 

C44 I will also read. It is a straight-out recommendation and we 
see no reason why it should not be adopted. 

We are opposed to taxes based on any guessing game. We do not 
feel that a taxpayer should be penalized for having guessed wrong as 
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to what choice methods he makes. If subsequent events show that he 
has guessed wrong, he should not be penalized. It is not a rafile or a 
gamble or sweepstake. 

All elections allowed for excess tax purposes, for example, those 
with respect to the filing of consolidated returns with Western Hemi 
sphere corporations, historical invested capital credit and capitaliza- 
tion of advertising expenses, all such elections should be revocable at 
the option of the taxpayer. 

This is not a matter of his laying out a course of action, it 1s merely 
a matter of selecting from a very complicated set of rules which rules 
he would like to be guided by. 

C—5, income resulting from research and ae should be 
treated as other classes of income attributable to prior years under 
section 456. There again I will read in order whe completely accurate 
in the statement. 

The World War IT Excess P rofits Tax Act specifically provided (in 
sec. 721) for relief from excess-profits taxes in situations where a 
portion of the income of an excess-profits tax year was attributable to 
research and development in prior years. This was not specifically 
included in the Excess Profits ax Act of 1950, so that confusion exists 
with respect to this matter under the provisions of section 456 of the 
1950 act. 

The Forum believes that section should be amended to make it clear 
that income resulting from research and development in prior years 
is to be treated in the same manner as other income specific ally de- 
scribed therein which is attributable to prior-tax years. This amend- 
ment is desirable in order to encourage research and development. 

That is a very important thing. It is what has built this country 
and made it a great country. It is what has made it possible for us 
not only to defend ourselves but to help the rest of the world defend 
itself; to have done what would seem the impossible; the research and 
development in this country is the cause of its greatness, its success, 
its standard of living. 

There was an encouragement of that in World War II excess-profits 
tax. There is real confusion and uncertainty as to the extent to which 
the same benefits will be obtained under the 1950 act. 

The amendment is necessary to avoid excess-profits taxation of 
profits which are not in fact excessive and which do not arise out of 
wartime or police-action time, preparedness programs, but out of 
efforts extended over a long period of time which happen to come to 
fruit in the taxable year instead of having been realized in the base- 
period year. 

This amendment is necessary to prevent inequitable discrimina- 
tion against manufacturers realizing an excess-profits-tax year’s re- 
wards of research and development activities carried on in prior years. 
This amendment would in no way open the door to undeserved tax 
benefits. The strict requirements and limitations of the attribution 
provisions of section 456 (b) of the code, the regulations issued there- 
under, and the Tax Court’s interpretation of the almost identical pro- 
visions of section 721, afford effective safeguard against possible abuse. 
C-—6, this is one of these inadvertent errors. It may seem a small error 
to you. It affects relatively few taxpayers, but the taxpayer that is 
penalized by a mere accident looks at an extremely complicated excess 
profits-tax law and says, “If you can write such a complicated act to 
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take care of so many situations, why leave me out of the code?” That 
applies to many of the remaining recommendations. 

C-6, taxpayers should be permitted to prorate 24 months of earnings 
for the purpose of determining base period capital additions where 
the last 24 months are comprised in more than two fiscal periods. 
Very technical. It does not affect most. But some taxpayer that 
happens to have had a short physical period in there is going to be 
penalized without that provision. That taxpayer says, “I am entitled 
to relief just as well as anyone else that has a tricky situation.” 

Now, lest I lose your attention in dealing with the rest of these 
technical provisions, I would like to skip over, with your permission 
for a second, jump ahead to No. 16: where a corporation becomes the 
successor in a tax-free reorganization, it should step into the tax 
shoes of the predecessor corporation for all tax purposes. What we 
are saying is simply this, that since the law says that in case of many 
types of reorganizations the new corporation is in reality no different 
from the old, it is a continuation, it is the same business, no gain 
or loss will be recognized on that change. 

It is the same taxpayer in reality. Then let us say that clearly and 
unequivocably in the statute that it shall be treated as the same tax- 
payer for all purposes. Do not limit it to one thing. A corporation 
is organized under the laws of one State. For some reason it is dis- 
covered better judgment would have required its incorporation under 
another State. It sets up a corporation in another State, transferred 
all its assets to it, issued stock to its stockholders. It is the same 
business, same stockholders, same assets, and yet in many instances 
under the excess-profits tax and in some important instances under 
the income tax, not all of them but some, that new taxpayer is denied 
benefits which would have been afforded to the old. It never gets any 
better break, but it is denied many instances wherever a lower tax 
liability might follow. 

Almost every such instance has been cured by specific provisions 
of the statute, but in those instances where the new corporation would 
get a disadvantage, the statute in some cases has also taken care of 
that and in many cases it does not. 

What we are saying is, make it sweeping across the board. Do not 
give the advantage one place and fail to give it in another. Do not 
deny it in most instances where there is an advantage and wherever 
there is a disadvantage let the new corporation bear that disadvan- 
tage. We say treat them fairly. If it is really a continuation of the 
same business, treat it as the same taxpayer. 

Now to go back to the technical recommendations: 

C-7, the Forum recommends that the 5 percent rule should be elim- 
inated from the relief provisions relating to abnormal base-period 
deductions. 

That was put in to minimize the number of small nuisance claims. 
It turns out in operation, however, that that 5 percent figure is too 
high. Two percent might be adequate, but 5 percent means that the 
relief provision is practically worthless except in the case of an earth- 
quake or a complete fire or some most abnormal and extraordinary 
loss, and even there a corporation that is large and has a number of 
plants may still be denied relief. 

So the Forum unanimously voted time after time—not unanimously 
but almost unanimously—to oppose the 5-percent rule and ask that it 
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be eliminated and, I interject, or at least reduce to a reasonable 
percente age. 

C-8, a corporation should be permitted to use the relief section not- 
withstanding its acquisition of a component which itself would not 
be entitled to relief providing that the acquiring corporation meets the 
qualifications for relief on a combined basis. 

We say, in other words, there that if you bring in a component that 
is not entitled to relief and after you combine all the figures, the ac- 
quiring corporation would still under the limitations be entitled to 
relief; do not deny it the relief merely because it brought in an un- 
qualified component. The unqualified component in any event would 
reduce the amount of relief and therefore it should not be denied 
relief. 

C-9, the organization of a new subsidiary by the transfer of cash 
alone in exchange for the subsidiary’s stock should not be considered a 
part II transaction. In other words, there we say if a corporation sets 
up a new subsidiary to carry on some operations, maybe in another 
State somewhere, maybe in another country, it does not want to be 
exposed to dangers that would result from the parent company opera- 
tion being in that State. It needs to meet certain local situations; that 
we say they put in that much money and they have that much inad- 
missible adjustment, but the parent corporation should not have to 
assign to that new corporation, set up merely with cash, to assign to 
it some part of the parent’s base-period experience. Where the cor- 
poration is created purely from cash, starts from scratch, there is no 
reason to take away from the parent and assign to the subsidiary any 
fractional part of ihe credit of the parent. 

C-—10, section 432 (c) should be amended to provide that the reduc- 
tion of carryover, when unused excess-profits credit is carried back 
or carried over to a taxable year, of less than 12 months, should be 
reduced in proportion to the length of the short period. 

Now, in plain English it is simply this: 

If you carry over a credit and apply it against a short period and 
actually get, we will say, one one-third of a year’s benefit, you should 
not reduce your balance left of the carryover to another year by three- 
thirds. If you have only one-third benefit, you should only have your 

carryover reduced by the amount that you actually were able to use. 

Now, that is what I consider an inadvertence in the statute. I am 
certain there was no intention of penalizing corporations in that case, 
but it happens. 

The Cuairman. Pardon me, Mr. Seghers. I have gotten down to 
C-11. 

Mr. Secuers. I am to C-11. 

The Cuatrman. Now, we are trying to get through, to get to the 
House as early as possible today. I do not want to restrict anybody 
in their testimony. I just want to ask, do you intend to go clear 
through all these amendments? 

Mr. Srecuers. Mr. Reed, I would like to do what is most helpful to 
you and the committee. 

The CuHatrrman-. What I want to get at is this: You go down to C-16. 
When you cover that, will that be the end of your statement and you 
will put the other in the record ? 

Mr. Secuers. It will be the end of my formal presentation. I hope 
sincerely that some of you will ask questions, because I know in that 
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time I cannot cover it adequately. As a matter of fact, the rest of 
these, while I say they are important, they are very technical oe 
narrow in scope. I would just as soon leave them to your consider: 
tion, provided I can leave with you the impression that it is ieapebtond 
to correct these injustices. 

The Cuarrman. I think you have made a fine presentation, and I 
want all of this in the record. Of course, without objection, we will 
see that it is placed in the record. 

Now, we do not want to restrict you. 

Mr. Seeuers. I would much rather have questions, as I say, and 
let the record speak for itself; have questions on what I have spoken 
on the other points. 

The CuarrmMan. You can cover any points you want to, and then 
you may submit to questions. 

Mr. Srmpson. These are amendments which through experience 
you have learned in the practice of law should be in the act in order 
to relieve what we call hardship cases, are they not ? 

Mr. Sreouers. First, as to the experience, Mr. Simpson, it is not 
limited to my personal experience. It is the experience of a large 
group of men and not only attorneys, accountants, taxmen, and men 
privately employed in industry. Every one of our organization was 
requested, given an opportunity to submit recommendations, given an 
opportunity to vote on those that should be adopted. 

Mr. Stwprson. Then if we should extend the law, you would like it 
liberalized in these senses? 

Mr. Srecuers. We feel that it is essential that these should be in- 
corporated if the law is extended and even if it is not, we strongly 
urge that justice requires, and the best interests of the country re- 
quire, that these amendments be adopted retroactively. 

Mr. Simpson. Even without the extension of the law, you would like 
these amendents and others made retroactive ? 

Mr. Srecuers. Completely, regardless of the extension of the law. 
An injustice needs to be corrected if it is an injustice. 

The Cuarrman. Mr. Sadlak will inquire. 

Mr. Sapiax. Mr. Seghers, what you are actually pleading for, as 
I understand your testimony, is that you are asking for a rebate re- 
gardless of what happens here under the excess-profits tax ? 

Mr. Secners. We are asking for fair treatment so that one tax- 
payer caught by some complicated provision will not pay more tax 
than Congress intended the taxpayer to pay under substantially iden- 
tical provisions. 

Now, if a taxpayer has been overcharged, that will mean a reduction 
tax. Experience has shown that the percentage of tax that goes into 
relief, although I do not know the actual figures, all the estimates I 
have ever heard indicate that is a very tiny percentage of the aggre- 
gate take of excess-profits tax. 

Take these technical provisions that we brought up, those affect only 
al — of the computation of certain taxpayers. Very few will be 
affected and those few will be affected in only a certain angle here 
and certain angle there. 

It is to cut out the unintended result of attempting to make a very 
carefully worked-out excess-profits tax that would avoid inequitable 
discriminations and levy the burden most fairly. The very attempt to 
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do it has made it so complicated that you run into unintended con- 
flicts and results. 

Mr. Sapiakx. Mr. Seghers, when you first commenced your state- 
ment I was of the opinion that you were pleading for retroactivity in 
the event this bill was to be extended for either 3 or 6 months. The 
retroactivity you are asking is beyond that, to go back to 19514 

Mr. Secuers. I might read from this portion of my statement which 
I read before: 

Regardless of whether or not the excess-profits tax is extended, we 
do feel that all existing injustices should be corrected retroactively. 

Now, that is something on which we feel most strongly. We do not 
make any recommendations as a forum as a group whether or not the 
tax should be extended. We simply say we are here to say that these 
injustices need to be corrected. This is our first opportunity to be 
heard. We were heard in 1951 under an injunction that we should not 
talk about correction of injustices; that that would be taken care of 
later. You heard this other gentleman who pointed out the same 
thing. 

Mr, Sapiak. Let me ask you this: Then is it your ultimate aim to 
have returned to you some funds that were taken because they should 
not have been taken / By retroactively do you mean also a return of 
funds from the United States Treasury ¢ 

Mr. Secuers. That result will flow from some of these amend- 
ments. How it will work in particular cases will depend on the extent 
to which a particular taxpayer has been caught by some provision and 
has paid a tax which is higher than Congress could ever have intended 
because it arises not because of the expected working out of the law 
but of some unanticipated working out of the law. 

Take the situation that I stressed there in C-16, here is one corpora- 
tion organized under the laws of one State. It finds it necessary, inci- 
dentally, for SEC reasons, it would be more advantageous to be in 
corporated under the laws of another State. It effects the statutory 
merger. The day following you have the same oflicers, the same direc- 
tors, the same stockholders, the same business, everything is identical, 
and the Government says, “If you seek to claim the benefit of a new 
corporation, no, you are not a new corporation, you are an old corpora- 
tion.” All perfectly correct. The intent of Congress is to say it is 
the same business, we will treat it just the same as if it is the same tax- 
payer. They do it by a multiplicity of—I do not know how many— 
provisions, but there must be dozens to take care of that. But they are 
not enough. With all that, instead of saying in plain sweeping lan- 
guage in a situation of that kind where no gain or loss is recognized, 
where the same business continues, the same stockholders, “We will 
treat the new corporation as the same taxpayers,” the courts have said 
that in certain instances even, but we are asking, let us remove the 
uncertainty and make the statute say so. 

Now, if the corporation has been caught by that, for certain reasons 
has gone ahead and taken a step and has been caught, we are saying 
do not force the corporation to go through step after step through the 
Tax Court and the Court of Appeals and the Supreme Court to find out 
whether Congress meant that a merger is dealing with the same corpo- 
ration, we say modify it and simplify it. 

Mr. Sapiak. | think I have your answer now, Mr. Seghers. I am 
grateful to you for the explanation. 
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The Cuarrman. Are there any other questions? 

Mr. Boees. Mr. Chairman, I have one question. 

The CuHatrman. Mr. Boggs. 

Mr. Boces. Mr. Seghers, | am very much interested in your recom- 
mendations. It is a fact, is it not, that there has never been an op- 
portunity for anybody to come in and recommend relief provisions on 
the excess-profits tax as enacted; is that not so? 

Mr. Secuers. That isa fact, they were never offered the opportunity. 
Some did get down here in 1951 and walked home with some wonder- 
ful relief provisions which where tailor made, but there was no oppor- 
tunity afforded—— 

Mr. Boces. Iam talking about after the enactment of the act. 

Mr. Secuers. In 1951 that happened, but the opportunity was not 
given tothem. They just took it. They were told they should come in 
and testify only on the best way to raise more taxes and they walked 
out. They took that injunction in good faith. We came down here 
and did not ask for relief. And the injustices in general, these general 
provisions—and I can tell vou these are sweeping, I do not know the 
individual cases these fit. Here are 200 men, tax representatives, I am 
coming down here with 16 recommendations. You can see that at 
least they are general in scope. 

The Cruarrman. We thank you very much, sir, for your presenta- 
tion. 

Without objections, you can file your statement in the record. 

Thank you very much, sir. 

Mr. Seauers. Thank you, Mr. Reed. 

(The complete statement follows :) 


STATEMENT OF Paut D. SEGHERS, CHAIRMAN, FEDERAL TAx LEGISLATIVE ComM- 
MITTEE OF THE FEDERAL TAX ForuM, INC., PRESENTING RECOMMENDATIONS FOR 
REMEDIAL AMENDMENTS OF PROVISIONS OF THE INTERNAL REVENUE CopE RELAT- 
ING TO Excess-PrRoOFITS TAXES 


This statement is presented on behalf of the Federal Tax Forum, Inc., of New 
York City. This is an organization of attorneys, accountants, and privately 
employed heads of tax departments, numbering about 200 members and repre- 
senting, through their clients and employers, a very large segment of industry 
and finance. 

Our recommendations deal solely with remedial amendments which we believe 
necessary to correct injustices and inequities which exist in the present excess- 
profits tax law and which we believe are the result of inadvertence rather than any 
congressional intention to levy exceptional burdens or deny relief to some while 
affording relief to others almost identically situated. 

Our organization is technical and nonpolitical, and we do not consider it 
within our province to make recommendations as to whether the excess-profits 
tax law should be allowed to lapse on June 30 or should be extended for a further 
period. Regardless of whether or not the excess-profits tax is extended, we do 
feel that all existing injustices should be corrected retroactively. 

The present excess-profits-tax law was enacted very hastily, following the 
invasion of Korea in the middle of 1950, and, in consequence, a number of 
inequities appeared in the law. In 1951 no adequate opportunity was afforded 
taxpayers to present recommendations for essential remedial amendments. The 
amendments then adopted corrected few injustices and benefited only a few 
taxpayers. . 

We feel, therefore, that we are perfectly justified at this time in asking for 
remedial amendments and that they be made retroactive. Where an injustice 
or inequity exists, it should be corrected, whether that correction is made while 
the tax is in effect or at a later date. We believe that enactment of our recom- 
mendations will not cause a heavy drain on the Treasury. On the other hand, 
we believe it is of the greatest importance that injustices be eliminated in order 
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to encourage taxpayer morale, which is so essential to effective adininistration 
of our tax laws. 

A summary of our recommendations is appended. Following this summary 
are separate sheets presenting the facts with respect to the need for each of the 
amendments recommended and our suggestions, in general terms, of the manner 
in which we believe that the necessary relief might be effected. These recom- 
mendations were included with other recommendations for amendments of the 
general and income-tax provisions of the Internal Revenue Code which were 
submitted to Hon. Colin Stam, chief of the technical staff of the Joint Committee 
on Internal Revenue Taxation, at a meeting held on January 9, 1953, with him 
and representatives of his office and of the Treasury. 


SUMMARY 


C-1. General relief provisions to supplement the rigid formula computations 
of the amount of relief in the present excess-profits-tax law are urgently 
needed and should be enacted with retroactive effect. 

C-2. The average industry rate of return provision should be amended to 
provide that such rate, calculated by the Secretary of the Treasury, should be 
the average for the industry's best 3 years out of the 4-year base period. 

C-3. The Secretary of the Treasury should be directed to make a study leading 
to the calculation of rates of return for each of the 3-digit subgroups listed 
under the major industry groups in the Standard Industrial Classification 
Manual. 

CH. All elections allowed for excess-prcfits-tax purposes, such as those with 
respect to the filing of consolidated returns with Western Hemisphere corpora- 
tions, historical invested capital credit, and capitalization of advertising expenses 
should be revocable at the option of the taxpayer. 

C-—5. Income resulting from research and development should be treated the 
same as other classes of income attributable to prior years under section 456, 

C-—6. Taxpayers should be permitted to prorate 24 months of earnings for 
the purpose of determining base-period capital additions where the last 24 
months are comprised in more than 2 fiscal periods, 

C-7. The “5-percent rule’ should be eliminated from the relief provision 
relating to abnormal base-period deductions. 

C-8S. A corporation should be permitted to use relief sections notwithstanding 
its acquisition of a component which itself would not be entitled to relief, pro- 
viding that the acquiring corporation meets the qualifications for relief on a 
combined basis. 

C-9. The organization of a new subsidiary by the transfer of cash alone in 
exchange for the subsidiary’s stock should not be considered a part II trans- 
action. 

C-10. Section 432 (c) should be amended to provide that the reduction of 
carryover, when unused excess-profits credit is carried back or carried over to 
a taxable year of less than 12 months, should be reduced in proportion to the 
length of the short period. 

C-11. Interest adjustment for a new corporation should not be required under 
section 435 (a) (1) (QO) of the code when average base-period net income is 
computed under section 445 (b) (1). 

C-12. Section 437 (f) (3) (B) should be amended to provide that, where only 
a part of the properties of a component have been acquired in a part II trans- 
action, only a proportionate part of the recent loss adjustment should be allo- 
cated to the acquiring corporation and, where the acquisition occurs in an 
excess-profits-tax year, the amount of the adjustment should be prorated 
accordingly. 

C-13. The definition of “property paid in” for the computation of historical 
invested capital should include the value of services rendered and the amount 
of debts liquidated through the issuance of shares of stock or paid in as a 
contribution to capital. 

C-14. The allocation of credit by a component corporation under section 
461 (c) should be required only if the acquiring corporation elects to utilize 
the amount of the component’s credit which would be allocable to it. 

C-15, Sections 462 (j) (2) and 464 (a) (1) (b) should be amended and 
integrated so as to allow equitable computation of the credit where a newly 
organized corporation becomes an acquiring corporation in a part II transac- 
tion. 
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C-16. Where a corporation becomes the successor, in a tax-free reorganization, 
it should step into the “tax shoes” of the predecessor corporation for all tax 
purposes, 

Committee on Federal Tax Legislation: Paul D. Seghers, Chairman, 
Dallas Blair-Smith, Walter T. Cardwell, John F. Costelloe, Henry 
J. Dorhmann, John F. Duffy, Benjamin Harrow, J. H. Landman, 
Martin M. Lore, Maurice E. Peloubet, Alfred S. Pellard, Gustave 
Thorkilsen, Walter W. Walsh. 


C-1. General relief provisions to supplement the rigid formulae computations 
of the amount of relief in the present excess profits tax law are urgently needed. 

lt is generally admitted that the objective and formulary methods of com- 
puting excess-profits-tax relief under the present law are, in most cases, superior 
to the conjectural methods of World War II. However, the current procedures 
are inequitable in that in certain cases taxpayers clearly meriting relief “fall 
between the chairs,” or more applicably, “between the formulae,” and are denied 
all relief. It is impossible to create enough formulae to establish normal earnings 
in every case where relief should be afforded. 

In order to work justice and prevent inequitable, discriminatory, and, in some 
instances, destructive excess-profits taxes in such cases, a general relief provi- 
sion similar to section 722 of World War II, and an impartial board to admin- 
ister it, should be provided. 

C-3. The Secretary of the Treasury should be directed to make a study leading 
to the calculation of rates of return per each of the three-digit subgroups listed 
under the major industry groups in the Standard Industrial Classification Manual. 

The excess-profits-tax law recognizes the existence of a very limited number 
of industry classifications, and the Commissioner has made public their rates of 
return for excess-profits-tax purposes. In consequence some industries included 
in these classifications are allowed to earn, free of excess-profits taxes, unusually 
high returns on capital and others unduly low rates of return. 

The administration of the excess-profits-tax law of World War II necessitated 
recognition of about 150 industries for which the Excess Profits Tax Council 
promulgated statistics. These are reliable and seasoned statistics. Provision 
should be made for their use in measuring relief under our current excess-profits- 
tax law. 

C4. All elections allowed for excess profits tax purposes, such as those with 
respect to the filing of consolidated returns with Western Hemisphere trade 
corporations, historical invested capital credit, and capitalization of advertising 
expenses should be revocable at the option of the taxpayer. 

The need for, and fairness of, this proposed change are so clear as to require 
no argument. 

C—5. Income resulting from research and development should be treated the 
same as other classes of income attributable to prior years under section 456. 

The World War Il Excess Profits Tax Act specifically provided (in sec. 721) 
for relief from excess-profits taxes in situations where a portion of the income 
of an excess-profits-tax year was attributable to research and development in 
prior years. This was not specifically included in the Excess Profits Tax Act 
of 1950, so that confusion exists with respect to this matter under the provisions 
of section 456 of the 1950 act. The forum believes that section should be 
amended to make it clear that income resulting from research and development 
in prior years is to be treated in the same manner as other income specifically 
described therein which is attributable to prior tax years. This amendment is 
desirable in order to encourage research and development, avoid the excess- 
profits taxation of profits which are not in fact excessive, and prevent inequitable 
discrimination against manufacturers realizing, in exceSs-profits-tax years, the 
rewards of research and development activities carried on in prior years. This 
amendment would in no way open the door to undeserved tax benefits. The 
strict requirements and limitations of the attribution provisions of section 456 
(b) of the code, the regulations issued thereunder, and the Tax Court’s inter- 
pretation of the almost identical provisions of section 721, afford effective safe- 
guards against possible abuse. 

C—6. Taxpayers should be permitted to prorate 24 months of earnings for the 
purpose of determining base period capital additions where the last 24 months 
are comprised in more than 2 fiscal periods. 

C-7. The “5-percent rule” should be eliminated from the relief provision re- 
lating to abnormal base-period deductions, 
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Under section 483 (b) (10) (B) deductions of any class are not to be dis- 
allowed unless the amount thereof exceeds 5 percent of the average excess- 
profits net income for the base period. It is very unusual for any class of deduc 
tions to come within the 5-percent rule and consequently this provision renders 
the intended relief almost entirely inoperative. The code should be amended 
by eliminating this restriction 

C-8. A corporation should be permitted to use the relief sections notwithstand- 
ing its acquisition of a component which itself would not be entitled to relief, 
providing that the acquiring corporation meets the qualifications for relief on a 
combined basis. 

According to the present provisions of the code, a corporation already enti- 
tled to relief because of an increase in capacity for production or operation ac- 
cording to section 444, or because it is in a depressed industry according to 
section 446, is deprived of such relief if it acquires substantially all the assets 
of a component corporation in a part II transaction occurring after the base 
period, unless the component itself is entitled to relief under one of the relief 
sections, namely, sections 442 (d), 443, 444, 445, or 446. This treatment is 
inequitable. If a corporation is qualified for relief on a combined basis after a 
part II transaction, it should not be denied relief merely because of the part 
II transaction. The code should be changed. 

C-9. The organization of a new subsidiary by the transfer of cash alone in 
exchange for the subsidiary’s stock should not be considered a part II trans- 
action. 

The regulations under part II (sec. 40.461-2 (b)) provide that where cash 
alone is transferred to a newly organized subsidiary in exchange for the sub- 
sidiary’s stock, there may be a part II transaction. Under part II a portion of 
the parent’s excess-profits credit is lost even though the subsidiary does not uti- 
lize this credit. This rule often produces an inequitable result because the in- 
come of the parent is not really reduced by the transfer of the cash and the sub- 
sidiary, like most new enterprises, may show no profits for some time and, 
therefore, have no need for excess-profits-tax credit. 

The forum recommends that the code be amended to provide that a cash 
transfer should not be deemed to constitute a part II transaction. 

C-10. Section 432 (c) should be amended to provide that the reduction of 
carryover, When unused excess-profit credit is carried back or carried over to a 
taxable year, of less than 12 months, should be reduced in proportion to the 
length of the short period. 

In its present form, section 482 (c) does not provide for any adjustment in 
the amount of the reduction of the carryover where unused excess-profits credit 
is carried back or carried over to a taxable year of less than 12 months. 

Hence, in the case of a short taxable year, the taxpayer corporation may lose 
the benefit of a part of the carryback or carryover to the extent that the annu- 
alized income of such short period exceeds the actual income. 

The forum recommends that section 432 (c) be amended to provide that the 
reduction of carryover when an unused excess-profits credit is carried back or 
carried over to a taxable year of less than 12 months be reduced in proportion 
to the length of the period in the same manner as is provided in the last sentence 
of section 432 (c) (2) applicable to the carryback to a taxable period of less than 
12 months. 

C-11. Interest adjustment for a new corporation should not be required under 
section 483 (a) (1) (O) of the code when average base period net income is 
computed under section 445 (b) (1). 

A new corporation eligible for relief under section 445 computes its average 
base period net income for its first 3 business years by applying the appropriate 
base period rate of return to its net capital addition, computed by including bor- 
rowed capital at 100 percent and subtracting interest expense for 12 months. The 
net capital addition as such is not allowed. Under section 433 (a) (1) (O), a new 
corporation’s excess-profits net income for the excess-prefits tax taxable year is 
apparently subject to a further interest adjustment amounting in general to the 
interest on 75 percent of any increase in borrowed capital. 

The formum recommends amendment of the code so that it will be clear that no 
interest adjustment is required under section 433 (a) (1) (O) when average 
base period net income is computed under section 445 (b) (1). 

C-12. Section 437 (f) (8) (B) should be amended to provide that, where only 
a part of the properties of a component have been acquired in a part II trans- 
action, only a proportionate part of the recent loss adjustment should be allo- 
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cated to the acquiring corporation and, where the acquisition occurs in an excess- 
profits-tax year, the amount of the adjustment should be prorated accordingly. 

C-13. The definition of “property paid in” for the computation of historical 
invested capital should include the value of services rendered and the amount 
of debts liquidated through the issuance of shares of stock or paid in as a 
contribution to capital. 

This section defines property (other than money) previously paid in for stock, 
or as paid in surplus, or us a contribution to capital as property paid in for the 
purpose of computing equity invested capital used in arriving at historical 
invested capital. 

That definition should be amended specifically to provide that such “property 
paid in” includes the value of services rendered and the amount of debts liqui- 
dated through the issuance of shares of stock or paid in as contribution to 
eapital. Such a change in the definition would be consistent with the recognized 
accounting definition of capital and would provide a more equitable means of 
determining historical invested capital for excess-profits-tax purposes. 

C-14. The allocation of credit by a component corporation under section 461 (c) 
should be required only if the acquiring corporation elects to utilize the amount 
of the component’s credit which would be allocable to it. 

Part II grants certain “acquiring corporations” the option to use the base 
period experience of their predecessors if it is to the successor’s advantage. 
However, the allocation (and consequent reduction) of the credit of the com- 
ponent is mandatory. This constitutes an unjust penalty against the component 
if the acquiring corporation does not exercise its option to make use of the portion 
of the credit allocated to it. 

The forum recommends that only where the acquiring corporation elects to 
use the amount of the component’s credit available to it should the component 
be required to allocate the credit. 

C-15. Section 462 (j) (2) and 464 (a) (1) (B) should be amended and inte- 
grated so as to allow equitable computation of the credit where a newly organized 
corporation becomes an acquiring corporation in a part II transaction. 

Where a new corporation is organized and subsequently becomes an acquiring 
corporation in a part II transaction, section 462 (j) (2) and section 464 (a) 
(1) (B) should be applicable only where a portion of the average base period 
net income and base period capital addition, respectively, are to be used by the 
acquiring corporation in the year in which the part Il transaction oceurs. As 
section 433 (a) (2) requires the excess-profits net income of the acquiring corpora- 
tion for the short taxable year to be annualized, the acquiring corporation should 
be allowed the full amount of the excess-profits credit, without any adjustment on 
account of the proportionate length of the short period. 

The forum recommends that such remedial amendment be enacted. 

C—16. Where a corporation becomes the successor, in a tax-free reorganization, 
it should step into the “tax shoes” of the predecessor corporation for all tax 
purposes. 

Under sections 112 and 113 of the code, property acquired by a corporation in 
a “tax-free” corporate reorganization, liquidation or exchange has the same basis 
for tax purposes as in the predecessor company. The underlying theory is that 
the successor should step into the “tax shoes” of the predecessor. This theory, 
however, has not generally been applied to other tax rights of the predecessor. 
For example, the Commissioner has not conceded that net operating losses of a 
predecessor can be carried forward against income of the successor, or vice versa. 
The commissioner likewise refuses to allow the successor to step into the “tax 
shoes” of the predecessor regarding pension carryovers and past service credits, 
capital loss carryovers, excess profits credit carryovers, and many similar 
situations. 

This should be corrected by providing that the successor in such a “tax-free” 
reorganization succeeds to the tax status and all tax rights of the predecessor 
under the income and excess profits tax provisions of the code. The corrective 
amendment should be made applicable retroactively to all taxable years not 
barred by limitation or closing agreement. 


The CHamman, At this point I have two letters here, one from 
the R. J. Reynolds Tobacco Co., Winston-Salem, N. C., addressed to 
me, in which they express opposition to the extension of the excess- 
profits tax. 


Without objection, I would like to make the letter a matter of record 
at this point. 
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Here is another one from Laurens Glass Works, Inc., Laurens, S. C. 
They ask to have their views expressed in the record and if there is 
no objection, I will place this in the record. 

I hear no « bjection, so it is so ordered. 

(The two letters follow :) 


LAURENS, S. C. June 3, 19538 
The Honorable DANTEL A. REED, 
Chairman of the House Ways and Means Committee, 
House Office Building, Washington, D. C. 

My Dear Sir: I wish it were possible for me to come to Washington and 
appear before the House Ways and Means Committee in regard to the excess- 
profit tax. However, it is impossible for me to do so at the present; therefore, I 
would like to submit the following statement on why I am opposed to an exten- 
sion of the excess-profit tax. 

The Laurens Glass Works is a corporation capitalized at $1 million and is 
engaged in manufacturing glass containers for soft drinks. None of its profits 
are derived from defense contracts or any other activity connected with the 
Koreun war. 

I have been president of the Laurens Glass Works for over 25 years. Our 
business has progressively increased since it was started in 1910. For example, 
our gross volume has more than doubled since 1946. This increase illustrates 
a constant pattern and is not merely a result of postwar prosperity. 

Our progress has been due to strictly adhering to sound business principles 
such as economical and efficient production, maintenance of a high quality product, 
good salesmanship, and sound conservative corporate financing. I have always 
advocated and enforced these principles in my organization. However, not 
only have I been greatly penalized for it by the excess-profit tax, but am now 
faced with great difficulty in continuing to operate along these well proven lines 
due to the excess-profit tax. 

The difficulty arises thusly: As I have previously stated, our business has 
more than doubled since 1946 and our profits have increased proportionately 
thereby increasing our normal corporate tax; however, I want to make it clear 
that I am not objecting to this normal income tax, but in addition to the normal 
tax we are heavily burdened with the excess-profit tax. This burden is to such 
an extent that it has become necessary to borrow money to operate on, and 
I am unable to make improvements and expansions necessary to take care of 
our present volume without any consideration for future increases in volume. 

I contend that the Federal Government will derive far greater revenue from 
eorpcorate and individual income taxes if the excess-profits tax is not extended 
than if it is extended. The basis for my contention is this: The Laurens Glass 
Works, and other corporations in similar circumstances, without the excess-profits 
tax, can go ahead with its badly needed improvement and expansion program 
thereby making more jobs available to individuals and increasing revenue from 
individual income taxes; and, thereby allowing my corporation to be able to 
increase its sales and profits resulting in a greater corporate income tax. 

In addition to the obvious discriminatory unfairness in the excess-profit tax, 
I believe I have presented herein sound reasoning as to why the excess-profit 
tax should not be extended beyond June 30, 1953. 

I will greatly appreciate it if you will submit this statement to the House 
Ways and Means Committee for their consideration. 

Respectfully yours, 
LAURENS GLass Works, INC. 
E. D. Easrersy, President. 


WINSTON-SALEM, N. C., June 2, 1958. 
Hon. DANtTeEer A, REED, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


DeAR Mr. REED: In connection with the hearings being held by the Committee 
on Ways and Means on the proposal to extend the excess-profits tax from June 
30, 1953, to December 31, 1953, we respectfully request that our views as set 
forth in this letter be considered and that the letter be inserted in the record 
of the hearings. 

We urge that the excess-profits tax not be extended. Our primary objections 
to the tax are as follows: 
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1. It is unfair and discriminatory. 
2. It results in excessive and unreasonable taxation for those corporations 
that since the base period, through expansion of business and the exercise 
of greater efficiency or economy, have increased their earnings. 

3. It increases debt. 

4. It retards business growth. 

5. It causes postponement of expenditures for needed additions and im- 
provements in the physical plant of corporations. 

6. It reduces returns to stockholders. 
7. It penalizes thrift. 
8. It fosters inflation 


In short, as admitted even by those who are advocating extension, the tax not 
only violates the first basic principle of taxation—fairness—but also is de- 
structive to the national economy. 

The reasons underlying the objections to the tax enumerated above have been 
stated so frequently that it would serve no purpose to repeat them here. We do 
desire, however, to point out how the discriminatory nature of the tax has 
penalized our company as against others in our industry. 

There is attached hereto a statement setting forth with respect to the 7 
cigarette companies that publish figures as to their earnings an analysis for 
1952 of their respective incomes subject to Federal taxes, the Federal income 
tax charged, the Federal excess-profits tax charged or credited, the total of 
these Federal taxes, the percentage relationship between the Federal taxes 
charged and the income subject to the charge, and the net earnings after taxes. 

It will be noted that the Federal tax burden on income subject to tax varied 
among these 7 companies in the same industry from 48.25 percent to 65.52 per- 
cent, substantially all of the difference being due to the excess-profits tax. The 
heaviest burden, as a percentage of income subject to tax, fell on the company 
having the least taxable income 

With respect to our company, it will be noted that while our income subject 
to the tax was some $14.5 million greater than the second company shown, our 
Federal tax burden, due almost entirely to the excess-profits tax, was of such 
proportions that our net earnings after taxes were some $2 million less. 

Any tax on earnings that result in penalizing a member of an industry to such 
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an extent that its net earnings after taxes are less than those of a competitor 
having less taxable income is patently inequitable, discriminatory, and violative 
of all sound principles of taxation 

The sole reason advanced by those who advocate extension of the tax is the 
need of the Government for revenue. However, the extent to which the tax 


contributes to the net intake of the Government is questionable. 

Without the excess-profits tax, it is highly likely that receipts from other 
taxes, particularly the normal tax and surtax on individuals and corporations, 
will be materially increased, perhaps sufficiently to offset any loss in revenue 
resulting from discontinuing the excess-profits tax. This will result from the 
tendency to increase dividends, which will be taxable in the hands of the recipi- 
ents, from the elimination of corporate expenditures that are made only be- 
cause of the confiscatory tax rates, and from the stimulation that business in 
general will receive as corporate funds are made available for plant additions 
and improvements that have been deferred due to the excess-profits tax. 

Apart from the highly important question of revenues for the Government, 
there is, however, an even more important consideration—a consideration that 
touches the foundations of free society. Democratic government succeeds only 
if those governed are treated justly and fairly. This applies to all governmental 
activities, including taxation. 

The excess-profits tax is admitted by those seeking its extension to be un- 
just, discriminatory, harmful, and even vicious. With such admitted basic 
faults, the extension of the tax, even for a relatively short period of time, would 
violate elementary principles of good government and would establish a prece- 
dent that might result in dire consequences for free government. Governmental 
policy in taxation, as well as in all other activities, should not be permitted to 
be determined on the basis of expediency but rather on principles of honesty and 
justice. 

In the interest of justice, sound economy, and good government, the excess- 
profits tax should not be extended. 

Respectfully, 


R. J. Reynotps Tosracco Co., 
By E. A. Darr, President. 
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Income before Federal taxes on income, Federal income and excess-profits tares, 
and net earnings for the year 1952 of 7 companies that manufacture cigarettes 
and publish financial statements 
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The Cuatrman. The next witness is J. B. Lanterman, controller, 
American Steel Foundries, Chicago, Ill., appearing as the official rep- 
resentative of the Illinois States Chamber of Commerce. 

Please give your name and capacity in which you appear for the 
benefit of the committee and the record and we will be glad to hear 
you. 


STATEMENT OF J. B. LANTERMAN, CONTROLLER, AMERICAN STEEL 
FOUNDRIES, CHICAGO, ILL., APPEARING AS THE OFFICIAL REPRE- 
SENTATIVE OF THE ILLINOIS STATE CHAMBER OF COMMERCE 


Mr. LanterMAN. I am Joseph B. Lanterman, Controller, American 
Steel Foundries, Chicago, Ll. 

in my appearance here, I am representing the Illinois State Cham 
ber of Commerce; this is a membership organization comprised of 
11,000 business men from 4,600 companies in various fields of business 
located throughout Hlinois. I am chairman of the chamber’s Federal 
taxation committee which consists of 82 members. The statement that 
I am presenting is based upon recommendations prepared by that com- 
mittee and approved by the chamber’s board of directors. 

We have taken active interest and concern in the excess profits tax 
problem ever since enactment of the measure in World WarIl. Among 
other things, we made intensive study of the difficulties that taxpayers 
had with the application of relief section 722 and made a number 
of basic recommendations in conferences with Mr. Colin Stam and 
others for the better administration of that section. 

The recommendations that we have in respect to the present excess- 
profits tax may be stated very simply : 

We strongly urge that this tax be allowed to expire on the sched- 
uled date of June 30, 1953. So that there will be no misunderstanding 
of our viewpoints about this tax, let me say that after intensive study 
we find that the best we can say about it is that it was enacted as a 
temporary measure containing an automatic expiration date. 

The excess-profits tax fails signally to meet the basic criteria that 
are generally accepted as desirable by students of taxation. The tax 
is not equitable; it is not readily understandable in its application; 
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it is difficult to administer, and its effects upon economic activities are 
undesirable. A fundamental difficulty is the impossibility of laying 
down any rules for the determination of normal profits that would fit 
the widely differing corporate circumstances and problems entering 
into the computation of the tax. This inability to compute normal 
profits obviously makes it impossible to ascertain excess profits. 

Furthermore, the high rate of tax which in many cases allows cor- 
porations to retain only 18 cents out of every profit dollar gives rise 
to undesirable consequences. Among these consequences are the de- 
struction of incentive to produce, lack of incentive to economize in 
business spending, and inability to accumulate funds for industrial 
growth. These basic difficulties have been recognized by former Secre- 
tary Snyder, Under Secretary Folsom, Secretary Humphrey, and 
other officials of the Government. The difficulties are so widely known 
that I shall not belabor them here. 

I believe I can be most helpful in your consideration of this ques- 
tion of continuing or discontinuing the excess-profits tax by reciting 
some of the experiences that the company with which I am associated, 
American Steel Foundries, has had with it. First, I shall give you 
some background as to my company’s size, products manufactured, 
industries served, and so forth. In our last fiscal year, we had a 
sales volume of $140 million, consisting of steel castings and other 
component parts for the railroads; boring mills, hydraulic equip- 
ment and roller chain for general industrial use and for the defense 
effort; defense materiel primarily for the tank program and other 
products for industrial use. 

We have approximately 15,000 employees and net worth in the 
neighborhood of $60 million. You can see from these brief statistics 
that we are small when compared with General Motors, United States 
Steel, and so forth, but that we are large when compared with the 
thousands of so-called small businesses throughout the country. We 
operate as a parent company and two subsidiaries. Each of the three 
files a separate tax return and is taxed as a separate entity. We, 
therefore, are associated with problems of “bigness” and problems 
of “smallness” in the handling of our tax matters. 

I stated previously that an excess-profits tax is not readily under- 
standable in its application and it is difficult to administer, primarily 
because of the impossibility of establishing rules for the determina- 
tion of what is normal profit and, in turn, what is excess profit. 

The parent company has been trying for 8 years to settle its World 
War II excess-profits tax and it appears that, at least, 2 more years 
of costly court proceedings will be involved before a satisfactory set- 
tlement will be reached. 

The point at issue involves the determination of invested capital, 
more specifically the value of property paid in at the time of the in- 
corporation of the company back in 1902, over half a century ago. 
Thousands of dollars have been spent by the company and thousands 
more by the Government and still no satisfactory solution has been 
reached. 

I stated previously that an excess-profits tax was inequitable. Con- 
gress has regularly recognized these inequities by caaiiind relief pro- 
visions. In the World War IT act, taxpayers attempted to alleviate 
some of the inequities by filing so-called section 722 claims. I do not 
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have the figures available as to how many of these claims were granted 
or how many of them were dropped by the taxpayer when he gave 
up in despair, but I do know that, out of 54,000 claims filed, there are 
still over 25,000 cases in litigation between taxpayers and the Internal 
Revenue Bureau. Each of our two subsidiaries has a 722 claim still 
pending, and it appears that, at least, 2 more years will elapse before 
they are settled. Nerdieun because of inequities and difficulties of 
application and administration, it appears that, if we are fortunate, 
in 1955 we will, for the first time, know our liability for World War II 
excess-profits tax computed under an act that was repealed in 1945, 
10 years earlier. I shudder when I attempt to estimate when taxpay- 
ers will finally know their excess-profits tax liability under the 1950 
act, as amended, that is scheduled to and should be permitted to expire 
on June 30 next. Time and money of both the taxpayer and the 
Government can be used to a much better advantage. 

_ The destruction of incentive to increase protits and, in turn, produc- 
tion, I think can be demonstrated through a description of our experi- 
ence in the operation of a Government-owned facility. In 1942 we 
constructed a sizable plant for the Government with Government 
funds that we operated under a lease agreement for the production 
of steel casting used primarily for the tank program. The plant was 
closed during the postwar period, and in January of 1951 we were 
asked by Army Ordnance to reactivate the plant and to produce a new 
armor for tanks. 

It. was a tremendous undertaking. The plant was in a very run- 
down condition; the labor market was tight, and it was necessary to 
deplete organizations at our other operations in order to supply the 
necessary management. Accepting the asignment from Ordnance to 
reactivate and to operate the plant could not be justified on the 
basis of return to the company because the estimated return, after 
excess-profits tax, was not at all commensurate with the risk in- 
volved. It was only patriotism and recognition of the needs of our 
country in the present emergency that caused us to accept the assign- 
ment. We feel that we would have been better off financially not to 
have operated it. Just picture for the moment the loss of defense pro- 
duction on account of excess-profits tax where this same degree of 
patriotism may not have existed. 

While all of the above objections are valid and significant, in my 
opinion, the one consequence thac overshadows all others, from the 
standpoint of effect on our economy, is the stifling of growth on the 
part of smal, medium, and even large businesses. It is difficult, if not 
impossible, under an excess-profits tax, during periods of inflation 
and high replacement cost, to accumulate sufficient funds to permit 
industrial growth. In fact, productive capacity in units has actually 
decreased in recent years in certain companies and certain industries 
even though investment in productive equipment in dollars has in- 
creased tremendously. 

Our economy can be kept sound and healthy; our productive capac- 
ity can be increased; more jobs can be provided to absorb the ever- 
increasing population only if our industries are permitted to retain 
a substantial portion of their “before tax” dollar so as to accumulate 
funds for reinvesting in the business or, through higher dividends, to 
encourage equity capital and discourage the dangerous debt-financing 
route that has been followed in recent years. 
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_ In our company we incurred no excess-profits tax for our 1950 year; 
In 1951, however .the excess-profits tax liability was 37 percent of our 
earnings after taxes, it was 88 percent of the dividends we paid to our 
stockholders and it was 65 percent of the earnings we retained in the 
business after payment of dividends; in 1952 the figures are just as 
impressive in that our excess-profits tax liability for that year was 34 
percent of our earnings after taxes, it was 57 percent of dividends 
and 82 percent of the earnings we retained in the business after pay- 
ment of dividends. Being a fiscal year corporation, whose year ends 
September 30, we now have more than 8 months of our current fiscal 
year behind us. If the excess-profits tax is permitted to expire on June 
30 as scheduled, we estimate, assuming the same dividend rate, that 
we will still incur an excess-profits tax liability of 55 percent of our 
retained earnings while if the tax is extended to December 31, the 
tax will amount to 89 percent of retained earnings. For these recent 
years excess-profits tax will have averaged approximately 65 percent 
of retained earnings. All other things being equal, had there been no 
excess-profits tax, retained earnings for providing funds for industrial 
growth could have been increased in excess of 50 percent. 

The aforementioned experiences of our company are factual and 
real and are not exceptional cases. The Federal taxation committee 
of the Illinois State Chamber of Commerce consists of 82 members 
chosen from all types and sizes of companies and from the legal and 
accounting professions. Thousands of companies in various fields 
located throughout the State of Illinois are thereby represented on 
our committee. 

In the deliberations of the committee in the development of 
recommendations that were approved by the chamber’s board of di- 
rectors, it was established that the experiences of our company that 
I have outlined for you were not the exception, but rather were the 
rule. With inequities, difficulties of application and administration 
and the stifling of growth so commonplace under an excess-profits 
tax, it is difficult to see how anyone would seriously consider extend- 
ing the scheduled June 30, 1953, expiration date. The argument ad- 
vanced by the proponents for the extension is the revenue that would 
be produced during the last half of the calendar year of $800 mil- 
lion; this amount of money could be easily offset by increased revenue 
from normal and surtax that could result from a thriving and dy- 
namic economy unhampered by an ill-conceived tax structure. I will 
uot attempt to dwell upon the possible reduction in Government ex- 
penditures that could more than offset this potential loss in revenue. 

The Illinois State Chamber of Commerce sincerely urges that you, 
as members of the House Ways and Means Committee, exercise the 
considered judgment for which your esteemed group is noted and that 
you combat with all of the vigor at your command any proposed ex- 
tension to the existing excess-profits tax. 

Thank you, gentlemen. 

The CuatmrmMan. Does that conclude your statement ? 

Mr. LANTERMAN. Yes. 

The Cuatrman. It isa very nice statement. 

Mr. Jenkins. In your first paragraph you say you represent the 
Illinois State Chamber of Commerce. 

Mr. LANTERMAN. Yes. 

Mr. Jenxrns. Is that the largest chamber of commerce in the State? 
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Mr. LAnTERMAN. Yes, sir. 

Mr. Jenkins. Where are its headquarters, in Chicago ¢ 

Mr. LanrermMan. In Chicago. 

Mr. Jenkins. You are authorized to speak for that great 
organization ? 

Mr. LANTERMAN. Yes, sir. 

The Cuatrman. Mr. Holmes will inquire. 

Mr. Hotmes. You stated in the last paragraph of your testimony 
that you advocate an increase in the rate of surtax and the normal 
tax for corporations. 

Mr. LanrerMAN. I say the existing rate of income and surtax, once 
the excess-profits tax is repealed, the additional income that will 
result directly or indirectly from that repeal, the existing rates will 
produce more revenue that could more than offset the loss of $800 
million, 

Mr. Hotmes. Do you havea breakdown of facts to show that ? 

Mr. LanrerMAN. No. It is purely stated as an opinion. 

Mr. Hoximes. It is purely stated as an opinion / 

Mr. LAN TERMAN. Yes. 

The Cuatrman. Mr. Eberharter will inquire. 

Mr. Esernarrer. Mr. Lanterman, the balancing of the budget is 
a very worthy thing in your opinion, is it not 4 

Mr. LANreRMAN. Yes. sir. 

Mr. Esvernarrer. It is your definite opinion that reaching that aim 
r that end does not justify continuation of this excess-profits tax, 
is that a proper statement ? 

Mr. LanrerMan. I cannot disagree at all with the desirability and 
practically making mandatory the balancing of the budget, but I do 
not feel that this loss of revenue of $800 million, with all of its impli- 
cation, is that serious as to its consequences when other revenue can be 
incurred to offset that loss. 

Mr. Exsernarrer. That brings me to this question: Would you sug- 
gest that we find alternative means of producing the needed revenue if 
we decide not to continue the excess- profits tax ¢ 

Mr. Lanterman. I will attempt to answer that question. This is 
my opinion, but it is my opinion that the increase in business and, in 
turn, the increase in income, in profits before tax, that will result from 
a more healthy condition that will exist if excess-profits tax is re- 
pealed is going to, when the existing normal and surtax rates are 
applied to that increased income, produce revenue to the Treasury that 
will substantially offset the $800 million that would be gained through 
the extension of the excess-profits tax and we would have a sounder 
economy. 

Mr. Esernarter. [f it did not turn out that way, is it your opinion 
that it would be better to have a larger deficit rather than to impose 
what you call an unfair and unjust tax? 

Mr. Lanterman. As I stated, I did not want to get into the spend- 
ing. It is my opinion that spending could be reduced to the extent 
of 





Mr. Enernarter. Is it better to have some deficit rather than to 
impose an unequal burden upon the taxpaying segment of business ¢ 

Mr. LantTerMAN. I believe, sir, that you are searching for this 
statement which I am happy to make. If expenditures could not be 
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reduced, if no additional income resulted from increased normal tax, 
so that looking at it in a vacuum, the only effect was the loss of $800 
million, which in turn unbalanced the budget to that extent, I am in 
favor of that because of the inequities of the excess-profits tax, even 
though I am a proponent of the balanced budget. 

Mr. Evernarrer. Iam sorry. There is one part of your statement 
I did not get. You say you would not oppose the continuation of this 
tax ¢ 

Mr. LanrerMaNn. No, sir. I would oppose it. 

Mr. Evernarrer. You would oppose it? 

Mr. LAnTERMAN. Yes. 

Mr. Evernarrer. That is what I thought you were leading to. 

Then you agree with the principle that, rather than to gain the 
end of a balanced budget by unfair means, it is better to do away with 
the unfair means and to have the unbalanced budget ? 

Mr. Lanrerman. I would agree with that. 

Mr. Esernarrer. Thank you very much. 

The Cnarrman. Mr. Kean will inquire. 

Mr. Kean. Mr. Lanterman, on page 6 you state that if the tax is 
extended to December 31, the tax will amount to 89 percent of retained 
earnings. I am trying to figure out how you figured that with a 70- 
percent ceiling. 

For instance, if your income was, we will say, $100,000, the maxi- 
mum tax would be $70,000, which would leave you $30,000 of retained 
earnings. Where do you get the 89 percent ? 

Mr. Lanrerman. That is not the retained earnings per my defini- 
tion, and I think the more usual definition, if you carry through on 
your computation and deduct dividends that you have left after taxes. 

Mr. Kean. Maybe you pay too big a dividend. 

Mr. Lanrerman. I do not think so. 

Mr. Kean. You cannot get any more capital unless you pay good 
dividends, 

Mr. Lanterman. That is absolutely right. 

The Cnarrman. Mr. Holmes will inquire. 

Mr. Hotmes. You do not consider moneys that you pay out of divi- 
dends having been taken away from you by the excess-profits tax, 
do you ¢ 

Mr. Lanterman. I do not, sir. 

Mr. Hotmes. Then the 89 percent is not a factual statement, is it? 

Mr. Lanterman. It is a factual statement from the standpoint of 
compar ing your excess-profits liability with the earnings you retained 
in your business for business growth. 

Mr. Hormes. But in your retained earnings you have dividend 
distribution. 

Mr. Lanrerman. Your retained earnings are after your dividend 
distribution. 

Mr. Hoimes. I thought the retained earnings of a corporation, for 
taxes, include dividend moneys. 

Mr. Lanrerman. I think you will find the usual terminology is that 
you have an income before taxes, there are Federal taxes, and there- 
fore you have an income after taxes; then you will deduct your divi- 
dends paid to your stockholders. 

Mr. Hotmes. You do not call that an income of the corporation after 
dividends ¢ 





EXCESS PROFITS TAX EXTENSION 265 


Mr. Lanrerman. No; but you call that retained earnings for future 
business. 

Mr. Hou_mes. Thank you. 

The CHarrMan. I want to expre ss the apprec iation of the committee 
for a very fine statement. 

Mr. Lanterman. Thank you, Mr. Chairman. 

The CHatrman. The next witness is Mr. Claude W. Dudley, of the 
Ohio Match Co., Wadsworth, Ohio. 

Mr. Dudley, if you will just give your name and address to the 
reporter for the record. 


STATEMENTS OF CLAUDE W. DUDLEY, THE OHIO MATCH CO., WADS- 
WORTH, OHIO AND R. W. SIMESTER, SECRETARY-TREASURER, 
THE OHIO MATCH CO. 


Mr. Duptey. Mr. Chairman, my name is Claude W. Dudley. 

The CHarrman. Whom have you associated with you# Will you 
give his name for the record ¢ 

Mr. Duprey. I will do so, Mr. Chairman. 

This is Mr. R. W. Simester, secretary-treasurer of the Ohio Match 
Co. 

The Cuarman. Thank you very much. 

Mr. Duptey. I am a lawyer practicing here in Washington and 
Mr. Simester is here to aid in answering any questions which you 
gentlemen might have about the operations of this business. 

I also request at this time, Mr. Chairman, that my prepared state- 
ment, which was filed with the clerk yesterday, be made a part of the 
record. 

The CHamman. Without objection, it is so ordered. 

Mr. Duptey. Thank you, sir. 

(The statement follows :) 


STATEMENT OF CLAUDE W. DupLEY, REPRESENTING THE OHIO MATcH Co., 
WADSWORTH, OHIO 


My name is Claude W. Dudley, and I am a member of the law firm of Dudley, 
Algire, Jones & Ostmann. Our offices are in the Transportation Building, Wash- 
ington, D. C. 

I am representing the Ohio Match Co. of Wadsworth, Ohio. I have with me 
Mr. R. W. Simester, secretary-treasurer of the company, and ask the privilege of 
securing his aid in answering any questions which may arise with respect to the 
operations of the business. I also request at this time that my prepared state 
ment, which has been filed with the clerk, be made a part of the record. 

The Ohio Match Co, is a corporation primarily engaged in the manufacture of 
matches at Wadsworth, Ohio, although it also has lumber operations in Coeur 
d’ Alene, Idaho. These lumber operations were originally undertaken merely for 
the purpose of assuring the company a supply of raw material for the production 
of matches, but they are now an important factor in its overall operations. 

The company employs approximately 1,600 people in the match-inanufacturing 
business at Wadsworth, Ohio, and approximately 400 people in Idaho at the peak 
of the lumber-cutting season. 

The match industry is characterized by stability and by unspectacular but 
steady growth. By the nature of its products, its growth depends primarily on 
the increase in population and in cigarette smoking. Demand at any given time 
tends to be fixed, and variation with general economic conditions is minimized 

A peculiar combination of circumstances caused a sudden upsurge in the 
company’s business in 1950, which was immediately followed by a decrease in 
1951. This is reflected in a 37-percent increase in sales in 1950 over 1949, as 
compared with a 15-percent decrease in sales in 1951. 
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Scare buying in the last half of 1950 resulted in borrowing a substantial 
volume of sales in that year which would normally have occurred in 1951. 
This abnormal swelling of the 1950 sales, coupled with a change in its method 
of inventory, which caused an abnormal and nonrecurring profit of approxi- 
mately $500,000 to be reported in 1950, resulted in the realization of so-called 
excess prolits in that year. 

This company should never have any excess profits in the real sense of the 
term. It is in a highly competitive business which generally experiences a 
steady growth. Due to the special factors abnormally affecting the business 
of 1950, it is subject to excess-profits tax for that 1 year. It has no excess- 
profits tax for any other year—1951, 1952, or 1953. Of course, the year 1953 
is not yet over, but it is already quite clear that profits for this year will decline, 
especially in view of the price war currently in progress. 

The Ohio Match Co. requests an amendment of one provision of the excess- 
profits tax law which operates in a seriously inequitable manner on any corpora- 
tion whose fiscal year ends on any date other than June 30. The amendment 
which we seek is a clarifying amendment; that is, it is one which would un- 
doubtedly have been contained in the law as originally enacted if the inequities 
complained of had been foreseen and had been specifically called to the attention 
of Congress at that time. 

The Ohio Match Co. operates on a basis of a calendar year. The excess- 
prolits tax became effective as of July 1, 1950, so that for this taxpayer’s first 
excess-profits tax year, the calendar year 1950, it pays excess-profits tax at 
the rate of 15 percent instead of the 30 percent applicable to a year in which the 
excess-profits tax is in effect throughout the year. 

As you know, the law allows a carryback of unused excess-profits credit. 
If a taxpayer has excess profits in 1 year, as this company did in 1950, and 
then fails to earn its tull excess-profits credit the next year, as this company 
did in 1951, it can carry its unused 1951 credit back to 1950 and recompute its 
excess-profits tax for that year. 

this carryback provision operates unfairly against this taxpayer solely 
because of the fact that it keeps its books on the basis of a calendar year, 
rather than on the basis of a fiscal year ending June 30. It is required to 
use 30-cent dollars of unused credit of 1951 as a carry back against 15-cent 
dollars of excess-profits income in 1950. We request that the law be amended 
to permit the 30-cent dollars of 1951 to be given double effect as a carryback 
against the 15-cent dollars of 1950. 

As it now stands, the law recognizes that what we ask is fair and equitable 
in principle. As you know, the law permits not only a carryback of an unused 
excess-protits credit but also the carryforward of such an unused credit. The 
present law provides that for the purpose of determining the amount of 1951 
credit to be carried forward to 1952 and 1953, only one-half of such 1951 credit 
carried back shall be considered to have been absorbed by 1950 income. This 
provision does not help the Ohio Match Co., however, for the simple reason 
that it has no excess-profits income in 1952 or 1953 against which to carry forward 
such an unused credit. 

We are fling herewith as exhibits 1 and 2 data with respect to the Ohio 
Match Co.’s earnings for the years 1950-52, as well as its excess-profits credits 
for these years, which will show in dollars the exact extent of the inequity 
complained of. 

We are also filing herewith a draft of an amendment which would make fully 
effective what was obviously the original intention of Congress, namely, that in 
the case of a calendar year corporation, the carryback for 1951 should be 
given double effect. If you agree with us that such an amendment is desirable 
and should be enacted, you will undoubtedly also conclude that a similar prin- 
ciple should be applied with respect to carryovers to the last taxable year in 
which the excess-profits tax is effective. 

You may also conclude that a broader amendment should be enacted, one 
which would provide that the 3 or 3% year period in which the excess-profits tax 
is to be effective should be regarded as a whole and that taxpayer should be 
given an unlimited right of carryback and carryforward of unused credits 
within that period. Much can be said in support of such an amendment. In 
presenting specifically the request for the enactment of the attached amendment, 
we are purposely confining ourselves to what might be called a clarifying 
amendment, one which would merely do what would obviously have been 
done in the first instance if Congress had then been specifically advised of the 
factual situation now presented in the case of this taxpayer. 
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PROPOSED AMENDMENT 


Section 432 (c) (1) of the Internal Revenue Code should be amended by 
adding thereto the following: 

“If the taxpayer so elects, the carryback for a year beginning prior to July 
1, 1950, shall be, in lieu of the amount computed without regard to this sen- 
tence, an amount which bears the same proportion to the unused excess-profits 
credit carryback determined without regard to this sentence as the total num- 
ber of days in such preceding taxable year bears to the number of days in 
such taxable year after June 30, 1950. The election shall be made by tiling a 
claim for refund based on the application of the provisions of the preceding 
sentence to such taxable year. In case refund or credit of any overpayment 
resulting from the application of such provisions would be prevented on any 
date prior to July 1, 1954, by the operation of any law or rule of law (other 
than section 3761, relating to compromises), refund or credit of such overpay- 
ment shall nevertheless be made if the claim therefor is filed before July 1, 
1954.” 

Exuisit 1—The Ohio Match Co. 


1951 excess-profits net income per return $1, 816, 960. 77 
1951 excess-profits credit per return.....__.....--...-...-.-... 2, 610, 857. 62 
1951 unused credit per return__- 


793, 896. 85 
Carryback to 1950 and 1950 tax: Present law: 


(1) 1950 excess-profits net income per return_--_---------_- 5, 402, 590. 04 


(2) 1950 excess-profits credit per return___-~~ aan 2, 588, 826. 67 
(3) 1950 adjusted excess-profits net income per return... _ 2, 813, 763. 37 
(4). Garewbeck. from LOG hice mca neens a sencherasctithigsio tina apegiienth 793, 896. 85 
(5) 1950 adjusted excess-profits net income as now 

revised ; sick dues dda atabiaaiaiciiia z 2, 019, 866, 52 
(6) Tentative excess profits tax at 30 percent____--_-__-_-- 605, 959. 96 
(7) Excess profits tax due (184/365 of line 6) --._-.--_--_- 305, 470. 23 


Carryover to 1952: Present law: 


bo fe Bee eee eae ee 793, 896. 85 

(0) 186/066: of Carryoeck to 2BWQi osc ns tit 400, 211. 01 
(10) RIPON OD i i Sacha ematical site 393, 685, 84 
1952 excess-profits net income (partly estimated) --...___---___ . 2,342, 903. 00 
1952 excess-protits credit (partly estimated__._._-.____________ 2, 729, 406. 00 
ST a a 386, 503. 00 


The present estimate of the company’s officers is that income for 1953 will 
be less than income for either 1951 or 1952. The excess-profits credit for 195: 
will be somewhat greater than the credit for previous years, because of the in- 
crease in invested capital due to retained earnings. 


ExuHisit 2,.—The Ohio Match Co.—Comparison of excess profifits for period July 
1, 1950, to Dec. 31, 1951, with amount subject to tar under present law 


| j 
Last half of 1951 Eighteen | Amount sub- 
| 1950 ! | = months ject to tax ? 


Excess profits net income 
Excess profits credit | 


2,701, 295.02 | $1,816, 960. 77 $4, 518, 255. 79 
, 294, 413. 33 2. 610, 857. 62 3, 905, 270. 95 





Excess profits... . 1, 406, 881. 69 (793, 896. 85) 612, 984. 84 | 1, 009, 933. 26 


1 Taken as 4 of amounts for full year 1950 (lines (1) and (2) of exhibit 1). 
?Taken as 4 of adjusted excess profits net income for 1950 after carryback (line (5) of exhibit 1). 


Mr. Duptey. The Ohio Match Co. is a corporation which is pri- 
marily engaged in the manufacture of matches, with its principal 
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factory, in fact its only match manufacturing plant, at Wadsworth, 
Ohio. 

It also has lumber oper: ations in Idaho. These lumber operations 
were originally started primarily for the purpose of assuring a source 
of supply for the wooden matches, but the lumber operations are 
themselves today an important factor in this business. 

Now, this company employs approximately 1,600 people in the 
manufacture of matches at Wadsworth, and at the peak of the lumber 
season it employs about 400 people in the lumber operations in 
Idaho. 

The Cuarrman. May I ask a question right there? 

Mr. Dupiry. Yes, Mr. Chairman. 

The Cramman. What is the population of Wadsworth? 

Mr. Dupiry. About 7,500. 

The Cuarrman. Thank you. 

Mr. Duper. This is a very important factory, as you see, in that 
small town. 

Now, this match industry is a very stable industry. It is one 
which never should have any excess profits and does not ordinarily 
have excess profits. The production and the sale of matches grow 
year by year very much in line with the growth of population of 
the country and also in line with the increase in cigarette smoking. 
Those two factors determine the number of matches which will be 
produced and sold generally in any year and it grows year by year. 

The Cuarrman. Has the growth in population been rather rapid 
in Wadsworth ? 

Mr. Dopey. No, sir. 

The Cuarrman. It is a relatively stabilized community? 

Mr. Dupiey. We are speaking of the growth of population in 
the country. 

The Cuarrman. I knew you were, but I was curious to know if 
this town’s growth depended very largely on the expansion of this 
industry. 

Mr. Srmester. Yes, sir. 

The Carman. Thank you very much. 

Mr. Dup.ey. Now, for the 1 year 1950 a peculiar set of circum- 
stances caused this company to have an excess-profits tax for that 
period and for that year alone. You gentlemen will recall that in 
the early part of 1950 tax reduction was in prospect. As you gen- 
tlemen know, there is an excise tax on matches. Consequently, in 
the first 6 months of 1950 there was a famine so far as the sale of 
matches is concerned. People were waiting to see whether the excise 
tax would be reduced or entirely eliminated. With the advent of 
the war in Korea it was well known of course immediately then that 
there would be no elimination or even decrease of the excise tax and 
furthermore, as is always the case in such a situation, there was 
scare buying in the last half of 1950, so that this sompnee ‘ales 
for 1950 increased 37 percent over the previous year, immediately 
followed by a decline the next year, 1951, by 15 cardial 

In other words, due to this peculiar set of conditions a lot of sales 
were borrowed from 1951 and brought back into 1950—1950 was 
an abnormal year. 
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Furthermore, this company was unfortunate enough to have 
changed its method of inventory in 1950. That resulted in throwing 
into the year 1950, $500,000 of unusual, abnormal and nonrecurring 
profits. In other words, profits for that year are really overstated 
by $500,000 due to this peculiar change in accounting methods. 

Now, this company never should have any excess profits in the real 
sense of the term because, as you see, it is normally a steadily growing 
business rather than a rapidly growing business or a business with the 
extreme peaks and valleys. Due to these special factors, however, it 
does have excess-profits tax for the 1 year of 1950. It has none for 
1951. It has none for 1952, and it is well known now that it will have 
none for 1953, regardless of whether the tax is continued throughout 
the year or discontinued on June 30. Of course in making that state- 
ment I am assuming that we would not get into an all-out war within 
the year 1953, which would cause another extreme upsurge in buying. 
There is at the present time in the match industry a price war, and 
as a result of that price war it is expected that this company’s profits 
for the year 1953 will show a very serious decline rather than an 
increase in comparison with previous years. We appear here to 
request one very slight amendment to the excess-profits tax law which 
we think operates very unfairly against the company, merely because 
of the fiscal year, which it happens to have. 

This company operates on the basis of a calendar year, as a great 
many companies do. As you know, the excess-profits tax came in on 
July 1, 1950, right in the middle of this or. first calendar year 
to which it is subject to the excess-profits tax. 

As you also know, the law permits a carryback of any unused 
credits which a taxpayer may have for 1 year, back to another year. 
Consequently, this company having excess profits in the year 1950, 
and having lower profits and not earning as much as its excess profits 
credit in 19: 51, is entitled to carry back a part of its 1951 credit against 
its 1950 income and recompute its 1950 tax. 

As you gentlemen remember, the act was made in such a way that 
for a calendar- year corporation, the tax rate for 1950, the first calendar 
year, is roughly 15 percent, whereas the tax rate for the next year, 
1951, during which the excess profits tax was in effect throughout 
the year, is 30 percent. 

We merely ask that this law be amended so that the carryback of 
our 30-cent dollars, if you please, from 1951—because that is what 
the “y amount to insofar as the excess-profits tax is concerned—should 
be given double weight against the 15-cent dollars of 1950. 

The law as it stands now rec ognizes that that is correct in principle. 
You gentlemen also remember that the law allows a carry-forward of 
unused credits as well as a carryback of unused credits. The present 
law states that if you have excess-profits income in 1950, and then you 
have a carryback of unused credits from 1951 to 1950, and you do 
not use all of that carryback, you may carry forward any part of the 
unused credit of 1951 which is not absorbed by the 1950 income. 

In determining how much of that 1951 credit is absorbed, the present 
law charges you with only one-half of what you carry back. In other 
words, the present law recognizes that you are carrying back 30-cent 
dollars against 15-cent dollars, and charges you with only one-half of 
that carryback for the purpose of determining what you can carry 
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forward. That does not help the Ohio Match Co. for the simple reason 
that it has no excess-profits income in 1951, or 1952, or 1953. That 
carry-forward privilege is an empty privilege. 

We have filed—and I will not burden you with the details of them— 
in this statement the figures with respect to the Ohio Match Co.’s net 
income and its credits for each year, 1950, 1951, and 1952, so that you 
can see exactly what the impact of this inequity is. We are also filing 
as u part of our prepared statement a draft of an siete which 
we think should * enacted to take care of this inequity with respect 
to the operation of the carryback provision, an inequity which is apt 
to affect any calendar year corporation or, in fact, any corporation 
which operates on any basis other than a fiscal year ending June 30. 

[t will not affect many of those corporations, because there are only 
a few corporations in the situation of Ohio Match, where they had 
excess-profits income for 1950 and not for any later year. 

In drafting this amendment, we have drafted it only to meet the 
exact situation in the Ohio Match case. We realize that if you favor 
the adoption of such an amendment you would probably make 1 
broader so as to apply to what is called the terminal year, the year 
1953, as well as the beginning year, 1950. 

We also realize that in your study of the matter you might well 
determine that a broader amendment than what we specifically ask for 
is in order. The excess-profits tax period is only a short period, o years 
as originally enacted, 3144 years as proposed by the President and 
the Secretary of the Treasury. That isa relatively short period. We 
realize that you might determine that it is in order to provide that 
that whole pel iod should be looked at as a whole, and a determination 
made as to whether the taxpayer realized excess profits during the 
pe iod or whether it did not. 

In restricting ourselves to this very narrow amendment which we 
propose, we are limiting ourselves purposely to a proposal of an amend- 
ment which we think would have been in the law as originally enacted 
if this matter had been foreseen, if this inequity had been foreseen, 
and if it had been brought to the attention of this committee at 
that time. 

Thank you, Mr. Chairman. 

Mr. Jenkins (presiding). That is all of your statement? 

Mr. Duptey. Yes, sir. 

Mr. Jenkins. Are there any questions? 

We thank you very much for your statement, Mr. Dudley, and espe- 
cially the figures you have in your statement giving the statistical 
history of your company. 

Mr. Duptey. Thank you, sir. 

The Cuarrman. We thank you very much. 

The next witness is Mr. George D. Bailey, a certified public account- 
ant, of Detroit, Mich. 

As I understand it, Mr. Bailey, and maybe I am misinformed, you 
wish to file your statement ? 

Mr. Batter. I will file the statement if I may, Mr. Chairman, but I 
would like to take a moment or two of your time. 

The Cuarrman. We will be very glad to have you. Will you give 
your full name and the capacity in ‘which youappear. I will say now, 
without objection your statement will be made a part of the record. 
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STATEMENT OF GEORGE D. BAILEY, CERTIFIED PUBLIC 
ACCOUNTANT, DETROIT, MICH. 


Mr. Battery. My name is George D. Bailey. I am a resident of 
Detroit, and I am a certified public accountant. I appear wholly in 
my own behalf. ] have come to endorse President Eisenhower's fiscal 
program, not because I like the excess-profits tax but because I like 
even less the reduction of income taxes until the fiscal program seems 
to be more in balance. I regard as highly important the moving 
toward a balanced budget as quickly as possible. That, in brief, is 
why I came. 

Secondly, because of my tax background, I do want to suggest one 
point with respect to the excess profits tax that can be put in, I think, 
next year and not require amendment this veal It is to give to this 
excess-profits tax what was given to the one in the last war, the carry 
back provision in the first year after the excess-profits tax expired. 
With the tax rate as high as it has been, it is important that it not be 
isolated by years, but that the carry! ack provisions protect the im- 
mediate year after the expiration of the tax. That is included in my 
statement and does not need to be expanded here. 

The CHatrRMAN. Just a moment. That is, you are in favor of the 
extension of what is known as an unfair, immoral, destructive type 
of tax, injurious to the expan sion of existing business, and the develop 
ment of small business, to strengthe nh our economy. Is that your 
answer / 

Mr. Battey. Well, I would not characterize it that way. As I said, 
I do not like the excess profits tax, and I am not here to defend it. 
But I do think sound fiscal policy is the prim ry need. 

The CuarrmMan. But that is not the history of balancing the bu 

the SOth Congress. i ; 
want to balance the budget, they have a rel business from the tax 
stranglehold which is retarding business grow h and st fling revenues. 


Mr. Barry. Well, I thought it was producing revenue. 
7 


‘he CHatrmMan. It is not producing revenue, not in the way it is 


during the 1920’s and it was not during 


curling the development and expansion of business. We simply differ, 
that is all. I did not want to sit here quietly and say that I agree 
with you. 

We thank you for your appearance, Mr. Bailey. 

Mr. Bartey. Thank you. 

(Mr. Bailey’s prepared statement follows :) 


STATEMENT oF Grorce D. BAILEY ON THE Excess-ProFIts Tax 


My name is George D. Bailey; I live in Detroit; I am a certified public 
accountant, a partner of Touche, Niven, Bailey & Smart, and have been practic- 
ing public accounting since before 1913. Accordingly, I have watched the impact 
of income taxation on our economy and on business over the entire span of 
modern income taxes. 

I am here for the purpose of endorsing the general principles of President 
Eisenhower’s tax plan, particularly his principle of slowing up the elimination 
of the emergency taxes until greater progress has been made in balancing the 
budget. 

I believe that the present taxes on income are too high, but I think the advan- 
tages to the economy from a sound fiscal policy outweigh any particular benefits 
that might come from the reduction in this calendar year of excess-profits taxes 
or individual income taxes. 
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I quite agree that the excess-profits tax is not a good tax. It does have in- 
equities which are accentuated by the high rate of tax though some of the ap- 
parent inequities are modified by relief provisions. I also believe that the 
normal and surtax rates on corporations are too high and have a deterrent effect 
on development of business enterprises. These high normal and surtax rates 
on corporations also accentuate the inequities that exist in those taxes. These 
rates also should be reduced as soon as budgetary conditions permit. 

I am convinced that there is both a will in the administration and in Congress, 
and an ability, to progressively cut expenses, and I am quite willing to accept 
the judgment of the administration that the income and outgo can be balanced 
by June 1954 on the basis of requirements that can now be foreseen. 

As long as such a large proportion of the Government’s income is received 
from taxes on corporations, it is essential that the principles and tax rates not 
be such as to weaken or retard business development. This suggests that the 
inequities in ordinary personal and corporate taxes be worked out through a 
comprehensive revision of the Internal Revenue Code which I understand is 
under way. 

In addition, your committee might well consider reinstating a principle which 
existed with the last excess-profits tax law, when there was a period of 1 year 
after the elimination of the excess-profits tax for which any unused excess- 
profits credit, which would have existed for that year, became usable for refund 
of excess-profits tax paid in the preceding 2 years. This provision in my opinion, 
saved many companies from failure. A similar provision might well be 
included for the calendar year 1954. As the statute now stands, an unused 
excess-profits credit for only half of 1953 can be used for a refund of excess- 
profits taxes for 1952. An extension of this privilege into 1954 applicable to 
1953 would cushion the effects of any important business adjustment. 

I have come here on my own account because I believe an orderly tax reduc- 
tion in line with a sound fiseal policy is to be preferred to earlier tax adjustments 
that contemplate a large deficit for this period. 


The Cuatrman. The next witness is Mr. R. B. Nichols, president 
and general manager, the Torrington Co., South Bend, Ind. 

Mr. Nichols, do you have a statement ? 

Mr. Nicnots. Yes, sir. 

The CHatrMan. Will you give your name and the capacity in which 
youappear? We will be very glad to hear you. 


STATEMENT OF R. B. NICHOLS, PRESIDENT AND GENERAL MAN- 
AGER, THE TORRINGTON CO., SOUTH BEND, IND. 


Mr. Nicnors. My name is R. B. Nichols, and I am the president of 
the Torrington Co., of South Bend, Ind. I am appearing before you 
to oppose any extension of the excess-profits tax, and to ask for a cor- 
rection of past inequities. 

As a businessman, I am strongly opposed to an extension of the 
excess-profits tax. As the President himself has said, it is now widely 
recognized that the tax actually penalizes thrift and efficiency and 
hampers business expansion—its impact is especially hard on success- 
ful small businesses which must depend on retained earnings for 
growth. 

Millions of people voted for this administration because of its 
promise to reduce taxes; reductions which are desperately needed. 
In the face of this and in face of the administration’s awareness of 
what the tax does to business, it is unthinkable that the promise will 
not be honored. The promise should be honored now.’ The Congiess 
and the Administration should not attempt the justify an extension 
of this tax by utilizing a subterfuge that it did not promise when taxes 
would be reduced. 
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As the law now stands, it is impossible for many companies to retain 
enough earnings after paying their taxes to be mn a sound cash posi- 
tion, much less be able to finance growth. For example, in spite of 
the highest production rate in its history, my company has had to 
borrow funds in order to finance a ri — modest expansion program. 

The Secretary of the Treasury in his statement to this committee 
characterized the excess profits tax as an inequity. I agree with him 
in that. I hope this committee also agrees with him in this respect 
and takes the first opportunity to eliminate it. 

Another reason, and an important one so far as my company is 
concerned, why I oppose the excess-profits tax is that it departs from 
the principle that a tax should operate fairly with respect to all tax- 
payers and should not produce discrimination as between them. The 
excess-profits tax as it now stands does discriminate against some 
companies whose earnings during the so-called base period do not 
fairly represent their normal ear nings. 

I am sure there have been many such inequities, but 1 can speak with 
authority only with respect to my own company. Briefly, the facts 
are these: 

We manufacture both general and special-purpose antifriction bear- 
ings. During our fiscal year which ended on June 30, 1947, at con- 
siderable expense, we added a new product to our line. 

Ordinarily when any company puts a new product on the market, 
it sustains a loss on its sales at first, and the full profit potential is not 
realized for several years. At the outset sales are usually small and 
costs are disproportionately high. This is particularly true in our 
case where the introduction of a new product initially takes the form 
of field experimentation and frequently necessitates redesigning and 
reworking the product, and revision of production methods. Ordi- 
narily a technical product such as the new product introduced by my 
company requires at least 5 years of development and promotion 
before it is generally accepted. 

In addition to the usual and expected losses on the early sales of our 
new product, our company experienced a strike not long after it was 
introduced. The strike itself lasted 17 weeks, but I estimate that its 
bad effects on the development and promotion of the new product 
lasted at least a year. 

My company’s base period net income was reduced, of course, by 
the losses we sustained on the early sales of our product. Further- 
more, these losses were prolonged and enlarged by the strike. As a 
result we show a net loss on the sales of the new product in the base 
period, and our excess-profits credit is not as high as it might other- 
wise be. Except for the strike it is likely that we would have made a 
profit earlier on the new product and thus have had a higher base 
period credit than is now the case. 

I am told that there is no provision in the excess-profits tax law as it 
is now written under which this inequity can be rectified. 

It is true that the Congress did recognize the need for providing a 
more equitable excess- profits credit when a new product was intro- 
duced in the base period by enacting section 443 of the code. Under 
that section a company can obtain relief if it added a new product 
within the last 3 years of its base period and meets certain other arbi- 
trary tests. If it meets those tests, the company is permitted to recon- 
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struct its base period net income in accordance with a formula pro- 
vided by the code. However, if the new product was introduced in 
the first year of the base period, as is the case with my company, no 
relief is afforded. This is true even though normal development and 
promotion of the new product was interrupted and delayed by an event 
which is unusual or abnormal such as our strike. 

Apparently the theory of Congress was that 3 years is a reasonable 
period of growth for a new product and that if this period of growth 
falls entirely within the company’s base period, it is not entitled to any 
adjustment to its excess-profits tax credit. Like all arbitrary assump- 
tions, this one has serious defects. But aside from those defects, 3 
years is certainly not a reasonable period of growth for the sales of 
a new product if development and promotion of the product are 
hindered by a strike or some other disrupting event. Plainly, a com- 
pany in such case should have more than 3 years within which to 
develop and promote its new product for purposes of qualifying for 
re lief. 

I respectfully suggest that the Congress should amend the excess- 
profits tax law to alleviate the inequitable situation which I have de- 
scribed, as well as the inequities which I am sure must exist in numerous 
other cases. Such amendments should be made whether or not the 
tax is eliminated and should apply to all past years, as well as to future 
periods covered by any extension. 

There is attached hereto the |: anguage of a proposed amendment to 
section 443 (a) of the code which, I believe, will make that section 
operate more fairly. 

(The amendment referred to follows:) 


Amend subsection (a) of section 443 of the Internal Revenue Code by striking 
out the comma at the end of paragraph (3) and the balance of said subsection 
and inserting in lieu thereof the following: 

“, or that— 


“(4) During so much of its four immediately preceding taxable years as 
falls within the 48-month period ending on the last day of its base period, 
there was a substantial change in the products or services furnished by the 
taxpayer and the development, production or sale of such products or services 
was interrupted by events occurring in the base period which are unusual 
and peculiar in the experience of the taxpayer, 

“(5) More than 40 per centum of its gross income or 33 per centum of its 
net income for such taxable year is attributable to one or more of the new 
products or services, and 

“(6) Its average monthly excess profits net income (determined under 
subsection (e)) for such taxable year exceeds 125 per centum of its average 
monthly excess profits net income (determined under subsection (e)) for 
the taxable years ending within its base period and prior to the taxable 
year in which the first change to which gross income is attributed for the 
purpose of this subsection occurred, or, if the portion of the base period 
which precedes the change in products or services is less than twelve 
mouths, for the taxable year in which such changes occurred, 


then, in computing its excess profits credit for taxable years under this sub- 
chapter which end on or after the last day of the earliest taxable year with 
respect to which the requirements of paragraphs (1), (2) and (3) or (4), (5) 
and (6), as the case may be, are satisfied, its average base period net income 
determined under this section shall be the amount computed under subsection 
(b).” 


Mr. Nicnors. This language is contained in a bill, H. R. 1982, now 
pending before this committee. The only change of substance which 
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this proposal makes in present oo is to provide that companies whose 
development and promotion of a new product were interrupted by 
an unusual event, such as a scion, occurring in the base period, may 
qualify for relief on the same terms as those companies which had 
a normal period of development for their new products. I sincerely 
believe that this proposal warrants your serious consideration, and [I 
earnestly urge you to consider it on its merits. 

I thank the committee for giving me the opportunity to appear 
before it. 

The Cnarrman. Mr. Simpson will inquire. 

Mr. Simpson. I simply wanted to comment, Mr. Nichols, that the 
situation you so clearly bring to the committee’s attention is one 
which should be corrected. I hope that at some time we may have 
the vehicle which will permit us to correct that error in the law. 
[ appreciate your coming and telling us about it. 

Mr. Nicuois. Thank you very much. 

The CuarrMan. Mr. Jenkins will inquire. 

Mr. JENKINS. a many people does your company employ / 

Mr. Nicnors. We have about 600 employees. 

Mr. Jenxrns. About 600 employees ? 

Mr. Nicnors. Yes. 

Mr. JENKINS. Six hundred? What is the population of South 
Bend ¢ 

Mr. Nicwots. About 125,000. 

The CHatrMan. So that when you take and multiply your 600 
employees by the members of their families, that is quite a segment 
of the ‘population. 

Mr. Nicuots. Yes. 

The Cuamman. And the payroll is very important to the welfare 
of that country, is it not? 

Mr. Nicnots. We have a payroll of about $314, million. 

The CHatrmMan. But under the present setup of this excess-profits 
tax, you cannot expand very much, can you? 

Mr. Nicnoxs. No, sir; we have not been able to do very much. 
We have expanded but we have had to borrow the money to do it. 

The CratrMan. Certainly. I want to compliment you on this 
statement. I have already started to underline quite a bit of it for 
the committee to consider, those parts which I consider very 
important. 

Mr. Nicuots. Thank you. 

The CuatrMan. The next witness is Mr. Coates Lear, vice president 
of the Overseas National Airways, of Washington, D. C. Will you 
give your name and the capacity in which you appear for the com- 
mittee. We will be pleased to hear you. 


STATEMENT OF COATES LEAR, VICE PRESIDENT OF OVERSEAS 
NATIONAL AIRWAYS, WASHINGTON, D. C. 


Mr. Lear. My name is Coates Lear. I am a vice president of 
Overseas National Airways. 

Overseas National Airways operates four DC-4 aircraft which, 
since July 1, 1950, have been devoted exclusively to the Korean air- 
lift. For the period July 1, 1950, through September 30, 1952, the 
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company flew 8,130,067 miles in the Korean airlift, generating 98,- 
033,420 revenue passenger-miles and 26,325,298 revenue freight ton- 
miles. Overseas has 141 employees, of which 111 are flight personnel 
and 30 are ground and administrative personnel. 

The contract operation in which Overseas has been engaged since 
July 1, 1950, has, at all times, been subject to price redetermination by 
the United States Air Force. The provisions for price redetermination 
are specifically contained in the contract between Overseas and the 
United States Government, and it has been the custom of the Air 
Force, in accordance with this contract, to periodically audit the books 
of our company and to recapture any profits which might appear to 
be excessive. The contract between Overseas and the Government also 
provides in effect that all operations pursuant thereto are subject to the 
provisions of the various renegotiation Acts. Although we have taken 
the position that Overseas, as an air carrier, should enjoy mandatory 
exemption from the Renegotiation Act, the Renegotiation Board has 
taken a contrary position and we are, at this time, preparing for hear- 
ings pursuant to the Renegotiation Act. We feel very strongly that 
inasmuch as our contract service with the Government is, according 
to the Government, subject to both price redetermination and also 
renegotiation, there is an adequate check upon any excessive profits 
which we might realize as a result of our contract operations. 

Our company has at all times been the lowest cost operator to the 
United States Government on the Korean airlift and we have also 
been ranked as the most efficient contractor. 

I have attached to this statement, Mr. Chairman, two exhibits, one 
being a letter from the Military Air Transport Service, dated May 14, 
1953, which ranks us as the most efficient contractor on the Korean 
lift, and the other is certain statistical data showing the rate per mile. 

The Cuatrman. Without objection, all that may go into the record. 

(The letter referred to follows :) 


Exursir I 


HEADQUARTERS, PACIFIC DIVISION, 
MiLirary AIR TRANSPORT SERVICE, 
APO 953, May 14, 1958. 
Mr. Georce TOMPKINS, 
President, Overseas National Airways, Inc., 
San Francisco, Calif. 

Dear Mr. Tompkins: An analysis of our statistical records on contract flights 
has revealed that your airline made 316 scheduled departures with only a 12 
percent delay. This is a most commendable performance and is being used as an 
example to the other six contract carriers operating in the Pacific in a drive to 
bring the delay factor closer to the Pacific division goal of 15 percent. Each 
subsequent month, you will be advised of your standing in relation to the other 
earriers engaged in the Korean airlift. 

This headquarters appreciates your schedule reliability and hopes that you 
can continue this fine performance. 

Sincerely, 


WiittAmM D. CATRNES, 
Colonel, USAF, DC/S, Transport Operations. 
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Exuisit I].—Korean airlift operations—Comparison of DC-4 operating costa, 


year 1951 


Carviet Revenue Revenues Payment per 
| miles flown received revenue mile 
Overseas National 3, 230, 183 $3, 779, 314 $1.17 
Alaska 1, 135, 642 1, 578, 542 1.39 
California Eastern 2, 579, 546 7, 614 1.29 
Flying Tigers | 4, 232, 963 | 6, 445, 752 1. 57 
Northwest 2, 959, 780 5, 200, 94 1.79 
Pan American 8, 669, 704 13, 882, 022 1. 60 
Seaboard & Western | 3, 509, 195 6, 130, 498 l 
Transocean 4, 093, 824 6, 345, 427 ] 
United | 3, 630, 849 6, 064, 84¢ 1. 67 
Total | 34,041,776 53, 044, 953 1. 56 


Source: Department of the Air Force. 


Mr. Lear. It will be noted from exhibit II that the rate per mile 
paid our company by the Government has been 30 percent less than 
the average rate per mile paid all other contractors; 35 percent less 
than the rate paid the highest cost contractor—Northwest Airlines— 
and about 12 percent less than the rate per mile paid the next lowest 
cost contractor—California Eastern Airlines. During 1951 the Gov- 
ernment paid all Korean airlift contractors a total of $53,044,953, and 
all such air carriers openin’ a total of 34,041,776 revenue miles. All 
contractors operated DC-4 aircraft over substantially the same routes 
between the west coast of the United States and the Far East. If 
the revenue miles flown by Overseas during 1 1951 had, in fact, been 
flown by the large, subsidized airlines at their average rate of $1.61 
per mile, the total cost to the taxpayer of only that portion of the 
airlift operated by Overseas would have been $: 5,200,594. Thus, dur- 
ing 1951 alone Overseas saved the American taxpayer $1,421,280. Lf, 
during 1951, the entire Korean airlift had been operated at the aver- 
age rate paid the large, subsidized airlines, the total cost to the tax- 
payer would have been $54,909,384. On the other hand, if the entire 
lift had been operated by Overseas at its rate of $1.17 per mile, the 
total cost would have been $37,828,878—a saving to the American 
taxpayer of $15,080,506. 

Not only has Overseas provided a valuable yardstick for measur- 
ing the efliciency of the other contractors on the Korean airlift, but 
Overseas’ operation in itself has contributed substantially to the in- 
terests of national defense. We were one of the first airlines to re- 
spond to the needs of the Government upon the outbreak of the Ko- 
rean war. Our first flights were devoted almost exclusively to the 
transportation of high-priority cargo to the Far East; principally 

2apons, ammunition, and whole blood. Our aircraft are readily 
convertible from cargo to passenger configurations and at times they 
have been modified into litter ships for the transportation of wounded 
military personnel. 

For the period July 21, 1950, through December 31, 1952, the gross 
revenue of our company was $11,200,037.73 and we realized a net 
profit after taxes of $383,330, or a rate of only 3.42 percent. Inasmuch 
as we were not operating during the base period established by the 
excess-profits tax, we have not had the same relief as that enjoyed 
by the large, scheduled airlines, all of whom are highly subsidized by 
the Government in the foreign air transportation field. For example, 
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during 1952 Pan American World Airways, the largest and most 
highly subsidized United States air carrier, received total operating 
revenues of $191,626,593, of which amount $15,630,391 was derived 
from defense transportation activities. During 1952 Pan American 
showed a net profit of $6,673,265 after taxes and paid only $650 in 
excess-profits tax. Overseas’ total revenue for 1952 was $4,458,765.51, 
all of which was derived from defense transportation activities. We 
showed a net profit after taxes of $139,650.90 and paid $81,500 in ex- 
cess-profits taxes. United Airlines, another of the largest scheduled 
air carriers, realized during 1952 total operating revenues of $153,- 
894,834, of which amount $5,936,077 was derived from defense con- 
tract operations. United showed a net profit after taxes of $10,683,820 
and paid nothing whatsoever in excess-profits tax. The same situa- 
tion generally prevails with reference to the other large, subsidized 
airlines, 

The unfair and discriminatory operation of the excess-profits tax 
upon our company is having a disastrous effect upon our chances to 
survive as an operating company. The DC—4 aircraft which we pres- 
ently operate are rapidly becoming obsolete aa noncompetitive with 
the newer and more efficient aircraft such as the DC-6B and the Super 
Constellations. The price of the latter type of aircraft is currently 
in the neighborhood of $1,500,000 per plane; yet it is absolutely essen- 
tion for our ultimate survival that we convert our operations to the 
newer and more efficient equipment. The excess-profits tax simply 
will not permit us to accumulate anywhere near enough money to 
finance a new equipment program. If, because of the operation of 
the excess-profits tax, we are unable to survive in civil aviation, the 
Government will lose the revenues which it might otherwise obtain in 
the form of corporate income taxes, transportation taxes, taxes upon 
aviation fuel and other products which we use, and income taxes paid 
by our employees. Certainly it would appear shortsighted indeed to 
fail to give us some relief from the excess- profits tax situation. 

In addition, I wish to invite the attention of this committee to 
the tremendous increase in the cost of aircraft during recent years. 
Prior to World War II, the modern, transport type aircraft of those 
days, Douglas DC-3’s or Lockheed Lodestars could be purchased new 
for about $125,000 per aircraft. The modern, transport type aircraft 
of today, DC-6B’s or Super Constellations, cost over 10 times as much 
as their counterparts of a decade ago. Unless the small, nonsubsidized 
airlines such as Overseas can be permitted to accumulate enough 
money to purchase these new, very expensive transport type aircraft, 
the inevitable result will be that only the large, subsidized, inefficient 
air carriers will survive; whereas the small, nonsubsidized, growing 
companies will perish. This condition will, in turn, stifle the erowth 
of civil aviation, increase the burden on the taxpayers for subsidy 
payments to the large airlines, and at the same time decrease the reve- 
nues which the Government might legitimately expect to receive in the 
form of taxes on the aviation industry 

Civil aviation is a dynamic industry. In 1938 the gross commercial 
revenues of all domestic airlines was only $27,047,000. Last year the 
gross revenues of all the commercial air lines was in excess of $1 billion. 
These revenues are beginning to represent an important source of 
revenue to the Government in the form of taxes. I wish to urge that 
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your committe give special consideration to this young but rapidly 
growing industry and, particularly, the small companies such as 
Overseas whose very existence is threatened by the extension of the 
excess-profits tax. 

The CHarrMAn. We want to congratulate you, sir, on that very fine 
statement. 

Mr. Lear. Thank you, sir. 

The Cuatrman. Is it not true that Great Britain has removed the 
exc ess-profits tax, and of course she has lower labor cost? That can 
put them into serious « ‘ompetition w ith you; can it not? 

Mr. Lear. That is correct; yes, sir. 

The Cuarrman. And another thing, on the excess-profits tax if you 
are forced to cut your costs down in the manufacture and building up 
of improved flying ap paratus, it can be the cause of accidents and 
death in your service; is that not right? 

Mr. Lear. You are absolutely correct, Mr. Chairman. 

The Crarman. In other words, the excess-profits tax is just what 
it has been characterized. It is an evil, immoral tax that is destructive 
of businesses such as yours. 

Mr. Lear. If I may make one further point, Mr. Chairman, the wit- 
ness prior to myself testified to the effect that the excess-profits tax 
will stop the growth of the companies. It is so bad in our situation 
that we cannot replace equipment that is uninsured. In other words, 
the DC-4, for instance, today costs in the neighborhood of $700,000. 
We do not have $700,000, and there is no prospect of our getting it 
under this inequitable tax treatment. 

The Cuarrman. If we are going to assume and keep up the leader 
ship in the improvement and have our share in the air transportation 
of the world, we have to see that the tax laws are just and equitable 
to encourage that sort of development. 

Mr. Lear. And it is vital to the interest of national defense, too. 

The Cuatrman. Exactly; I am glad you raised that point. 

We thank you very much. Mr. Simpson will inquire. 

Mr. Srrson. I would like to refer to what you have marked “Ex 
hibit II.” Will you explain that, please ¢ 

Mr. Lear. These data contained on exhibit 2 were released by the 
Air Force in connection with a proceeding currently going on before 
the Civil Aeronautics Board, which is known as the investigation of 
irregular air carriers. The companies listed under the heading “Car- 
rier” are the companies who, during 1951, were operating for the 
Government in the Korean airlift. The Korean airlift, I assume most 
people are familiar with, is an operation conducted by the Air Force 
under contract with civil air carriers between the west coast of the 
United States and various points in the Far East. 

Mr. Stvpson. Are they all flying the same routes? 

Mr. Lear. Yes, sir; they all fly the Central Pacific route. 

Mr. Simpson. Carrying the same type of either passengers or cargo? 

Mr. Lear. That is correct. Of course, there are certain variations 
from time to time. As I pointed out in my testimony, we sometimes 
have our ships fitted for litter configuration and haul wounded per- 
sonnel. 

Mr. Stmpson. Why were your costs so much less than the others? 
That is what I want to know. 
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Mr. Lear. Well, because we are a small company. For example, 
our general and administrative expense is about 5 cents per mile, and 
some of the other carriers’ expenses run as high as 20 cents. 

Mr. Stmpson. Is this payment per mile after repricing and rene- 
gotiation and excess profits? 

Mr. Lear. It is after price redetermination; yessir. In other words, 
this was the redetermined price paid each contractor during 1951. 

Mr. Simpson. Then, as a result of giving the lower cost, because you 
are a small company, you are prohibited from growing because they 
then take what profits you have, or a good part of it, into the excess- 
profits law ¢ 

Mr. Lear. That is right; yes, sir. I think, too, if I may interrupt, 
that one of our most valuable contributions has been to establish a price 
vardstick for the other carriers. In other words, it is pretty difficult 
for a high-cost carrier to unreasonably inflate his costs when we can 
do the same thing for much less. So, it does really save the taxpayer 
quite a bit of money. 

Mr. Simpson. Thank you very much. 

The Cuarrman. We appreciate your statement and the information 
you have given the committee. 

The committee stands adjourned until 10 o’clock tomorrow morning. 

(Whereupon, at 11:53 a. m., the committee was recessed, to recon- 
vene at 10 a. m. Friday, June 5, 1953.) 
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FRIDAY, JUNE 5, 1953 


House or REPRESENTATIVES 
COMMITTEE ON WAYS AND MEANS, 
Washington, PD. @. 


The committee met, pursuant to recess, at 10 a. m., in the main hear- 
ing room, Hon. Daniel A. Reed (chairman), presiding. 

Che CuarrMan. The committee will come to order. 

Mr. Jenkins. Mr. Chairman. 

The Cuairman. Mr. Jenkins. 

Mr. Jenkins. I would like to ask, for the benefit of Mr. Angus M. 
Taylor, Jr., that he be permitted to file a statement, representing his 
company, which is the Chemical & Industrial Corp. of ‘Cincinnati, 
Ohio. He will file that statement either today or Monday. 

The CuairMan. If there is no objection, it may be filed as requested. 

(Mr. Taylor’s prepared statement follows :) 


STATEMENT PREPARED FOR SUBMISSION IN CONNECTION WitH HEARINGS OF THE 
PROPOSED EXTENSION OF THE Excess Prorits Tax 


THE CHEMICAL & INDUSTRIAL CoRP., 
256 McCullough Street, Cincinnati, Ohio, 
June 5, 19538. 
COMMITTEE ON WAYS AND MEANS, 
U. 8S. House of Representatives, 
Washington, D.C. 

GENTLEMEN: The Chemical & Industrial Corp. is currently engaged in the 
construction of chemical plants. Our company was incorporated under the 
laws of the State of Ohio on March 27, 1950. We have our main office in Cin 
cinnati, Ohio, and employ about one hundred individuals. 

Our corporation has specialized in building ammonia oxidation plants for the 
production of nitric acid ,and during the last 3 years we have designed, engi- 
neered, and constructed over 90 percent of the plants of this type that have been 
built in the United States. 

We have been extremely concerned since the President announced his position 
on the excess-profits tax and appreciate this opportunity to give the Ways and 
Means Committee our views in opposition to its continuance. Knowing the 
President’s basic sense of fairness and equity, we feel that he has been 1ill- 
advised to even temporarily endorse a measure which is recognized to be in- 
equitable by all informed persons. The President himself has said that the 
excess-profits tax actually penalizes thrift and efficiency and hampers business 
expansion and that it is terrifically hard on successful small business which 
must depend on retained earnings for growth. Since we are a small and rapidly 
growing business, we strongly oppose an extension of the excess-profits tax. 

We wholeheartedly agree with the administration’s policy of balancing the 
budget as fast as possible and creating a stable dollar, but we disagree with the 
manner in which these goals are to be obtained. Our corporation is willing to 
accept its fair burden of the Nation’s necessary tax load, but it is strenuously 
opposed to the continuation of the excess-profits tax because it is contrary to the 
very essence of our tax system which theoretically puts an equal burden on all 
concerned, 

The CuHarrMAn. The committee will resume hearings on the Presi 
dent’s recommendation to extend for 6 months the excess-profits tax. 
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We understand that the regular corporation normal and surtax will produce 
approximately $22 billion in the calendar year 1953, that this estimated revenue 
will be derived from approximately 424,000 corporations. We understand fur- 
ther that the excess-profits tax which is being considered for extension would 
produce about $800 million during the last 6 calendar months fo 1953. We 
understand, also, from the statistics given by the Treasury Department that 
approximately 50,000 growing companies out of the total number will pay this 
excess-profits tax. These figures vividly show the gross discrimination caused 
by this law. 

The problem thus resolves itself to the question of whether or not it is fair 
and, more important, is it a wise or sound fiscal policy to raise the $800 million 
by taxing at an almost confiscatory rate the one small segment of American 
business that embodies the best promise for our future prosperity. The 50,000 
corporations that are directly affected by the excess-profits tax have, in our 
opinion, grown because they have been vigorous and willing to take risks. These 
are the companies which have developed new products, and in the main, small 
companies that have been efliciently run and have opened up new fields. In our 
opinion, if it is absolutely necessary to have the $800 million in question, it 
should come from the old and well-established corporations as well as from the 
young, small, growing ones. This committee should not bow to political ex 
pediency and should rectify the profound tax injustice that is now in existence by 
not recommending the reenactment of the excess-profits tax for another 6 months’ 
period. 

We are all aware of the possibility of a slackening in business which might 
cause wide-spread unemployment. We feel that if our corporation, along with 
the 50,000 others, were allowed to retain a larger amount of its profits for ex 
pansion, it would be the best guarantee obtainable against recession. As this 
committee knows, Congress has already made provisions to effectively reduce 
any unreasonable profits which are derived from the defense contracts. We feel 
that the country is amply protected from this standpoint by the Contract Re- 
negotiations Act and price redetermination legislation. 

Our corporation has been planning an important expansion program which 
contemplates the construction of our own chemical plant which would ultimately 
produce complete or complex fertilizer. This program was based on potential 
profits before taxes. We have selected a plant site and our engineers have 
designed the necessary processing equipment for the plant. However, after 
analyzing our potential earnings after taxes, it was necessary to abandon this 
program because it was considered an unseund business risk. 

We have attended the hearings and our conditions is similar to many of the 
other small corporations that have testified before your committee. We take 
exception to the statements made by Secretary Humphrey and Under Secretary 
Folsom relative to the effeet of continuing the excess-profits tax until December 
31, 1953. It appears that their decision was based on political expediency and 
their recommendation to the President, which later became a definite administra- 
tion policy, was adopted without full knowledge of the effect on small business 
and without the benefit of advice from your committee. 

Neither the President nor the Treasury Department has given any just reason 
for the reenactment of the excess-profits tax, which is an admittedly vicious 
tax—which is, in fact, a tax on growth, efficiency, initiative, ingenuity, new enter 
prises, and small business. Contrary to the opinion of its proponents, the excess- 
profits tax does not identify and tax those particular profits due to the defense 
program. We are not engaged in any defense work, but we are materially 
penalized by this law. The Research and Policy Committee of the Committee 
for Economic Development stated in its report relative to the effect of this tax 
that 

“The evils of the tax mount as time passes and the historical base period from 
which ‘excess’ is calculated becomes more remote and less relevant. At the 
same time, the yield declines as exceptions must be provided to relieve manifest 
inequities and as business gears their operation to reduce their taxes.” 

Secretary Humphrey stated that in 1951, out of 424,000 corporations with 
taxable income in that year, only 12 percent paid excess-profifs taxes and in- 
dicated that the percentage for 1952 would be smaller. He used these statistics 

argument for reenactment of the excess-profits tax when actually it is 
strongest possible argument against the continuation of the tax since only 
small minority of the corporations selected by an inequitable formula will 

be required to pay the estimated yield of $800 million, and most of these corpora- 


tions are new, small, and least able to bear this terrific burden, 
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The representatives of the Treasury Deparsment seem indifferent to sugges 
tions from the committee that an amount equal to the estimated $800 million 
that would be gained from a continuation of the excess-profits tax could be 
obtained from other sources. Your committee has made suggestions along this 
line and I would like to respectfully suggest that the $800 million could be 
obtained from the Mutual Security Agency. It is our understanding that this 
agency has a budget of some $12 billion, of which $4 billion is not yet earmarked 
for any particular project. MSA would not be hurt by this reduction and it 
would be a great boon to small business to have the relief. It is also our under 
standing that the MSA has voluntarily suggested that their budget be reduced 
some $350 million, Which is about half the amount in question. 

As the chairman of this committee stated recently, the administration's pro 
posal to extend the excess-profits tax will delay expansion, production, and 
increased labor opportunities for at least an additional year. We heartily agree 
with the chairman and feel that the theoretical gain in revenue of only approxi 
mately $800 million will in no way compare with the revenue ultimately to be 
derived from the stimulus to production and expansion which will result if the 
excess-profits tax is allowed to expire on June 30, 1953. 

In conclusion, we would like to point out to the committee that the excess 
profits tax law has unfairly penalized our small corporation and has prevented 
its growing on a proper and sound financial basis. The earnings that we are 
able to retain are obviously inadequate to finance the natural development of 
the corporation. There is little incentive for new capital to risk the uncertainty 
of a new and growing business when the tax laws discriminate against it in favor 
of the well oo ilized, seasoned companies who are permitted to carry pro 
portionately lighter tax loads. We wish to urge that your committee give special 
consideration to the young but rapidly growing industry and, particularly, the 
small corporations such as the Chemical & Industrial Corp., whose very exist 
ence is threatened by the extension of the excess-profits tax. 

THE CHEMICAL & INDUSTRIAL CoRP., 
Anaus M. Tay or, Jr., 
Assistant to the President 


We will hear first from the Honorable Marion B. Folsom, the Under 
Secretary of the Treasury. 


STATEMENT OF MARION B. FOLSOM, UNDER SECRETARY OF THE 
TREASURY, WASHINGTON, D. C. 


Mr. Fotsom. Mr. Chairman. 

The CuatrMan. Mr. Folsom, we are glad you are here this morning. 

Mr. Forsom. Mr. Chairman, I would like to make one statement 
for the record about the fact that the press carried a story that I was 
scheduled to appear here yesterday and that I asked for a postpone 
ment. I want to make it quite ¢ ‘lear that, when I learned you wanted 
to see me and have me appear yesterday, I got in touch with your clerk 
immediately when I heard it and told him I could come down at any 
time, and he suggested I come down today instead of yesterday. 

The Cyarrman. We understand that. 

Mr. Fotsom. Mr. Chairman, I have a statement here which T pre 
pared in anticipation that you might be asking me some questions in 
regard to the stories that have been going around, in regard to the 
U nited States Chamber and NAM. If you want me to comment on 
that, I will be glad to do so. , 

The CHairman. I assume that one of the stories to which vou have 
reference is headed “The Excess-Profits Tax.” which appeared in the 
Wall Street Journal on page 3, Wednesday, June 3, 1953. 

Mr. Forsom. Yes: that is one of the statements I refer to. 

The Carman. What it said has caused us to have you appear here. 
It is written by Allen L. Otten. It is entitled “Excess-Profits Tax. 
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Administration urging NAM, chamber of commerce, to drop oppo- 
sition to a 6-month extension of levy.” 


WaSHINGTON.—The administration is bringing heavy pressure to bear on the 
National Association of Manufacturers and the United States Chamber of Com- 
merce to drop their long-standing opposition to extension of the excess-profits 
tax. Since President Eisenhower asked Congress last month to continue the 
tax until December 31, Treasury Under Secretary Folsom and other Treasury 
Department officials have been personally contacting directors of these two busi- 
ness organizations and asking them either to endorse the President’s program or 
at least to remain neutral, and not testify in opposition. Both organizations 
have consistently opposed any continuation of the tax beyond June 30, when 
it is due to expire. 

As a result of the Treasury’s request, the NAM has canceled an appearance 
it was to make before the House Ways and Means Committee tomorrow in opposi- 
tion to the tax, and is polling its board of directors as to the stand it should take. 
Whether the NAM testifies next week will depend on the poll’s results, which 
should be announced shortly, according to the NAM officials. 

The Chamber of Commerce has called its executive committee into session 
tomorrow, to determine whether it should change its opposition which is based 
on resolutions adopted by the board in January and March, and by its tax com- 
mittee in mid-May. The chamber is presently scheduled to testify in opposition 
to the President’s request next Monday before the Ways and Means Committee. 
They might be neutral. Officials of both groups privately indicated that they 
doubted the organizations would endorse the President’s plan but they might 
agree to remain neutral. 

The CuHatrman, Of course it is a long article and also dealing with 
other things. This committee heretofore has had some experience 
with officials appearing here, one official at least, who violated this 
particular section of the law, which is section 913, Lobbying With 
Appropriated Money. 

No part of the money appropriated by any enactment of Congress shall, in the 
absence of expressed authorization by Congress, be used directly or indirectly to 
pay for any personal service, advertisement, telegram, telephone, letter, printed 
or writtten matter, or other device intended or designed to influence in any 
manner a Member of Congress to favor or oppose by vote or otherwise any legis- 
lation or appropriation by Congress, whether before or after the introduction 
of any bill or resolution proposing such legislation or appropriation. But this 
shall not prevent officers or employees of the United States or its departments or 
agencies from communicating to Members of Congress through the proper official 
channels. Requests for legislation or appropriations which they deem neces- 
sary for the efficient conduct of the public business. 

Whoever being an officer or employee of the United States, or any department 
or agency thereof, violates or attempts to violate this section, shall be fined 
not more than $500 or imprisoned not more than 1 year, or both, and after notice 
and hearing by the superior officer vested with the power of removing him, 
shall be removed from office or employment. 

The CHairman. That was enacted June 25, 1948, chapter 645, Sixty- 
second United States Statutes at Large, page 792. 

What we have asked you to come here for, Mr. Folsom, is to know 
whether or not you have lobbied with any of the national organiza- 
tions, directly or indirectly, by telephone or telegram or any other 
means, to try to influence them to not come here or remain neutral, 
and to take a position opposite to that which they had previously 
taken with regard to the legislation ¢ 

Mr. Fousom. I am very glad to appear before your committee to 
give you a statement of my activities in connection with the Presi- 
dent’s tax program. Anticipating that I would be questioned on this 
matter, I prepared some notes to be sure that you would have a com- 
plete and accurate account. 
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As many of you know, Ihave appeared frequently before our com- 
mittee in the past as a private citizen in connection with social- 
security and tax matters. I have always been frank in my statements 
and I will continue to be as a Government official. 

When we first came to the Treasury in January we were faced with 
two difficult problems. First, the immediate tax problem which had 
to be faced at this session of Congress; and second, revision of the tax 
structure which has grown in such a haphazard way for many years. 

The immediate tax problem was a most difficult one, because we 
were faced with a very large deficit as projected by the previous admin- 
istration, and by substantial tax reductions scheduled for the next 
fiscal year. We knew that many organizations had been studying tax 
policies and tax revisions for a number of years. We immediately let 
it be known that we would be glad to talk with any of these groups 
who had any suggestion to give us, either on the immediate or the 
long-run situation. During the first 2 or 3 months we spent consider- 
able time talking with tax committees representing the bar associa- 
tion, the accountant groups, business organizations, and others. Most 
of our discussions to date have been concerned with business taxes. 
As we get into the study of individual and excise taxes, we intend to 
consult fully with other groups, such as the farm and labor repre- 
sentatives. 

Among the various committees which met with us have been the 
tax committees of the United States Chamber of Commerce and the 
National Association of Manufacturers. It happens that prior to my 
connection with the Treasury I had been closely associated with both 
of these major business organizations. For 6 years I was director of 
the United States Chamber of Commerce, and during most of that 
time was chairman of their social security committee. For 2 years I 
was chairman of the social security committee of the National Asso- 
ciation of Manufacturers. I thus have become acquainted with many 
members of these organizations on a close personal basis. Each of 
these committees asked to meet with us in our study. 

In our conferences with them we asked for their particular com- 
plaints against the present tax system, as far as the long-range study 
was concerned, and how they felt we should deal with the immediate 
situation. These groups expressed opposition in principle to the 
excess profits tax, and both the Secretary and I had expressed similar 
views in the past. They expressed the hope, these committees, that 
the budget could be balanced, that - excess profits tax could’ be 
allowed to expire as scheduled on July 1, 1953. When questioned as 
to their position in case expenditures could not be cut to the point 
where the budget would be balanced in the next fiscal year their views 
varied widely. We were in no position to formulate a definite tax 
program, that is, the recommendations for a tax program, until the 
final estimate of the expenditures for the coming fiscal year had been 
determined. We did, however, spend considerable time in working 
up tentative programs to fit certain assumed budget situations. But 
we obviously did not discuss these programs with outside committees 
except in a very general way. 

When expenditures were finally settled, we were then in a position 
to recommend a definite tax program. As the Secretary indicated 
in his testimony, we were greatly disappointed that the expenditure 
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reductions were not sufficient to permit a balanced budget. On the 
contrary, the deficit was estimated at $6.6 billion. Much as we would 
like now to see the excess-profits tax expire, and individual taxes 
reduced this year, we could not with clear conscience recommend that 
such a policy be adopted. It would, of course, be easier for us to come 
before your committee with a recommendation that the excess-profits 
tax expire. It is not pleasant for us to have to recommend in the 
first major tax issue a proposal to which some of you have already 
expressed opposition. 

As the Secretary said, we feel that our first obligation must be to 
maintain national security and a sound dollar. We just could not 
bring ourselves to the point where we could say that sound fiscal policy 
would permit tax reductions in this calendar year in view of the size 
of the deficit. We therefore propose that. the excess-profits tax be 
extended for 6 months without modification or amendment, that the 
individual tax reduction be allowed to take place on January 1 next 
year, that the corporate tax reduction from 52 to 47 percent scheduled 
for April 1, 1954, be rescinded, and that the scheduled reduction in 
excise taxes also be rescinded pending the development of a better 
excise system. 

After careful study we felt that this package was the most sensible 
solution to the complicated situation in which we find ourselves. We 
do not believe, and I think most economists agree with us, that the 
economy which is now operating at extremely high levels could be 
stimulated enough in the next few months by tax reduction to offset 
the loss in revenue. 

On the other hand, we are distinctly concerned with the inflationary 
trend, if the administration took future action to further increase 
the deficit by a tax reduction at this time. When we reached the 
conclusion that it would not be sound fiscal policy to permit revenues 
to be reduced in the present calendar year, we considered, as the 
Secretary indicated, alternate sources of revenue in case the excess- 
profits tax expired. The alternate sources are increase in individual 
income taxes, increase in corporate taxes, or increase in excise taxes. 
We discarded all of these alternate plans. We thought it would be 
unfair to shift the burden from a relatively small number of corpora- 
tions to other taxpayers. We recognized that we were taking a cal- 
culated risk in recommending that individual tax reductions be per- 
mitted next January. But we are confident that additional expendi- 
ture reductions can be made beyond the $414 billion before the end 
of the fiscal year. 

After having discussed the matter fully with the President and 
with the several executive departments concerned, and having obtained 
tentative general approval, the Secretary discussed the proposed pro- 
gram with the chairman of the Ways and Means Committee, but he 
did not obtain your approval. 

The Secretary also discussed the matter with other congressional 
leaders in both the House and Senate and found general approval for 
the program. The President, after having discussed.the matter fully 
with Cabinet and congressional leaders gave the program his final 
approval and presented the tax message to the Congress. 

We in the Treasury were then in a ‘position to discuss the program 
with some of the outside committees with whom we had previously 
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been discussing tax matters and who had indicated a desire to keep 
in touch with us. I will now recite in detail my contacts with the two 
business organizations about which considerable misinformation is 
being circulated. 

The day after the President’s radio message, I talked to Mr. James 
Madden, chairman of the Tax Committee of the United States 
Chamber of Commerce. 

The Cuarrman. Pardon me. Was that by telephone or how did you 
communicate with him ? 

Mr. Fo.soM. Telephone. He a to be in Washington. 

I talked to him over the phone in Washington. I asked for his 
comments on the President’s message and whether he thought his 
committee would reconsider its previous position and favor the ex- 
piration of the excess-profits tax on July 1, in view of the facts which 
the President had presented as to the budget and deficit. Mr. Madden 
advised me that they had a meeting of his committee scheduled for 
that day. The next day he told me that there was a diffe ne of 
opinion within the committee, and that a majority were still in favor 
of the immediate expiration. He said that as the board of the chamber 
had already gone on record at an earlier meeting in the year, that this 
action of the tax committee meant the chamber would probably oppose 
the extension of the excess-profits tax. 

I then talked to Mr. Arch Booth, executive vice president of the 
chamber and he expressed similar views. I indicated to both of these 
members that we were hoping, in view of the facts presented by the 
President, that their organizations would review the matter and we 
felt that many business people would probably approve the Presi- 
dent’s program. 

At the time of my first conversation with Mr. Madden, the hearings 
of your committee had not been called. I knew several of the board 
members personally, but I did not speak, phone, or write to any of 
them, with the exception of Mr. Booth and Mr. Madden and one 
member who came to see me in connection with a feature of the excess- 
profits tax affecting his own business. 

In passing, I might say that I would not have considered it in any 
sense improper to present the facts to others, if an occasion had arisen 
to do so. Since dict iting this statement, I saw Mr. Bowditch vester- 
day in the Secretary’s office. Mr. Bowditch’s office had asked for an 
appointment with the Secretary as soon as he got back from Europe, 
Mr. Bowditch having just returned from Europe. 

Mr. Bowditch met with us for a short time, simply to tell us that 
the executive committee of the United States Chamber was meeting 
yesterday afternoon. I was not aware of the fact that the ch: umber 
was polling its membership to obtain an opinion regarding the re- 
versal of the policy until Mr. Booth informed me about this action, 
until it was well under way. 

The NAM Tax Committee, as I have indicated, had been in con- 
ference with us in the past, and also indicated a willingness to keep 
in touch with us. I talked to the chairman of the tax committee, Mr. 
Fred Maytag, over the phone, a long distance phone, shortly after 
the President’s message, and asked him whether the facts presented 
by the President would change the views of the tax committee of the 
NAM board. He doubted if it would change its position because the 
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board had only recently gone on record against the extension of the 
excess-profits tax. 

I told him we were hoping their position would be reviewed in the 
light of the present facts, as we felt many business people once they 
had the facts would support the President's program. 

In spite of my wide personal acquaintance with many members of 
the board of the NAM, I did not phone, talk to, or w rite to any other 
member of the board, with the exception of T. J. Hargrave, chairman 
of the board of Eastman Kodak Co., with which I was connected 
formerly. 

The day following the President’s message I had occasion to talk 
with him in regard to the funeral of a Kodak official, and asked him 
what he though of the President’s message. He stated that he was for 
the program and made up his mind previously that the only.solution 
of the problem we were in was if we would extend the excess profits tax 
for 6 months. He indicated this in spite of the fact that Eastman 
Kodak is paying a large excess-profits tax. I expressed the hope to 
Mr. Hargrave that the NAM might review its position in light of the 
facts as presented by the P resident. 

I also talked to Mr. Carl Osborn, a former associate of the Secre- 
tary, who gave me information for the first time that NAM was con- 
ducting a poll. These, then, are the only members of the boards of 
these two organizations with whom I discussed this matter. 

I have made no suggestions to either group that they do not appear 
before your committee. I have made no attempt to discourage any- 
one from ap pearing before your committee. The desire of the See- 
retary and myself has been to support the President’s program, which 
we think is sound. We have been gratified by the overwhelming edi- 
torial support. As a matter of fact, the latest figures we have show 
that we have a crosssection of several hundred newspapers through- 
out the country on editorial clippings. We have up to date received 
replies, we received clippings, from 347 newspapers; 266 of those 
papers have expressed an opinion one way or the other in regard to 
the President’s tax program. 

The CHatrman. Are you adopting your policy down there as a re- 
sult of polls of newspapers? 

Mr. Forsom. Not at all. I am simply trying to tell you what the 
positions of the editorials are in this country. Whether it is repre- 
sentative of public opinion we have no idea, but I am putting it in so 
that— 

The Cuatrman. But you have not received the thousands and thou- 
sands of letters receive ‘dl by us in support of our position, have you. 

Mr. Forsom. No, sir; I have not. I think if you were holding the 
hearings here on excise taxes, individual income taxes, you would re- 
ceive many, many complaints about the inequities of those taxes, also. 

The CHarrMan. You realize, do you not, Mr. Folsom, that the Con- 
stitution commits the determination of tax policy primarily to this 
committee. 

Mr. Fotsom. Yes, sir; I certainly do. 

The Cuarrman. And we write the legislation under the Constitu- 
tion: do you understand that? 

Mr. Fotsom. Yes, sir; fully. 
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It is our obligation to make recommendation to the President of 
what we think is sound tax policy. I am simply explaining to you 
what recommendations we have made and what we have done since 
that time. 

Now, I want to finish up the quotation of this editorial support. 
The papers of which we have clippings, 266 have expressed opinions 
either for or against the President’s program, 243 support the pro 
gram, 23 are critical of it, and 61 have taken no stand at all. 

Mr. Jenkins. Let me ask you a question. Did you solicit these 
reports / 

Mr. Forsom. Not at all. We get a clipping service, showing clip- 
pings about any matters relating to the Treasury, and we simply had a 
tabulation of those editorials as they came in. We fell confident, we 
felt confident, that when business people had all the facts many of 
them would support the program for the good of the country, even 
though they had to forego some profits for a few months. 

The Secretary and I feel we would be failing in our duties as officials 
of the Treasury, if we did not explain the facts about the President’s 
tax program on every opportunity we have. 

We are supporting the tax program of the administration of which 
we are a part. We feel that we would not be doing our duties if we 
did not do so. We both believe these tax proposals are an essential 
part of the President’s program for national security and a sound 
dollar. We think it is the duty of an American, even when he hap- 
pens to be a Government offici: al, to speak up what he thinks is right. 

The CHArrMaNn. What was your purpose in calling up these people 
of the two organizations? Did you argue with them and try to per- 
suade them at all? 

Mr. Fotsom. Not at all. We tried to tell them—they had been talk- 
ing with us before, and they wanted us to keep in touch with them. 
We thought the President gave new facts. In our previous conver- 
sations with them we could give them no information at all about 
what the budget was going to be or what our tax recommendations 
were going to be. But once the President came out, they had this 
whole story, and we asked them in view of those facts whether they 
were going to review their positions. 

The CuHarrman. What was the tenor of your conversation with 
these men, if you called them up? You knew what their position had 
been. Did you call them up with any idea that you might change 
their views? 

Mr. Fotsom. We wanted them to review the facts that the President 
presented and we were hoping when they reviewed the facts they 
might be able to change their minds. 

The Cuamman. In other words, you wanted them to change their 
minds, and that was the purpose you had in calling them up; is that 
right? 

“Mr. Forsom. We wanted them to get all the information to consider 
the President’s program. 

The Cuamman. Do you not think all those organizations had the 
information and had listened to the President and had also followed 
these hearings ? 

Mr. Fotsom. Surely. 

The Cuamman. Why did you call them up? 

Mr. Forsom. For the purpose I indicated. 
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The Cnarrman. Exactly. 
tion; is that right? 

Mr. Fotsom. We were hoping that they would, in light of the new 
facts that had come up, t that they might be able to review the situation. 

The CuarkrMan. Did you t: alk with an iy other individuals or heads 
of corpor ations of this country at all? 

Mr. Fortsom. I am talking - about the members of the boards of those 
organizations. Personally I have not talked with the head, as I can 
recall, of any other corporation in connection with this. I want to 
make sure. 

The CHatrmMan. You called them—— 

Mr. Forsom. | can’t recall any others now. 

The CHarrMan. You called them up in your official 
you, as Under Secretary of the Treasury ? 

Mr. Forsom. I called Mr. Maytag, Mr. Madden, who previously had 
been in touch with us before, as chairman of their tax committees 
of these two organizations. 

The Cuairrman. But you did know that they had taken a definite 


position against the continuation of this excess-profits tax, did you 
not? 





To try to get them to reverse their posi- 
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Mr. Fotsom. That was before any information had been given out 
about the budget situation. You see, before that time, many people, 
as we were, were hoping that expenditures could be reduced to the 
point that you could justify this, with a balanced budget in sight. 
But they did not have any information, and we did not have any infor- 
mation, until the President came out. 

The CHarrmMan. Are you sure that your information is correct in 
regard to the budget situation ? 

Mr. Foisom. No, we don’t. But we had to base our policy on what 
the President recommends in the budget. If the budget expenditures 
are cut considerably, then of course your committee would take an 
entirely different view on it. 

The Cuatrman. Do you not think these two organizations, the Na- 
tional Association of Manufacturers and the chamber of commerce, 
had followed the budget situation ? 

Mr. Fotsom. They did not know what the President’s recommenda- 
tions were going to be until he made them. 

The CuarrMan. But you wanted to establish the policy and then get 
them to reverse themselves. That is why you called them up, wasn’t it? 

Mr. Fotsom. We called them up to tell them that the new facts were 
out, and the exact figures were out, what our recommendations were, 
and we hoped they would review their position. 

The CHatrman. You hoped as a result of your call, from your 
powerful Department of the Government, that eliey would change 
their position; is that right ? 

Mr. Foitsom. No, we wanted them to consider the facts and make up 
their own mind, after they got the facts. 

The Cuairman. They had made up their minds. 

Mr. Fotsom. They made up—— 

The CHatrman. Every citizen has a right to make up his mind, 
has he not, and whether or not they are for or against the tax. That 
is what these hearings are for. 

Mr. Forsom. Surely. Well, we had new facts and we hoped that 
they would reconsider their position. 
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The CuHatrman. And you wanted to reenforce that hope by putting 
a little pressure on them; is that the idea? 

Mr. Forsom. There was no pressure whatsoever. I know these 
people. They had been to see us several times. They wanted to get in 
touch with us. There was nothing out of order to call the chair- 
man of the tax committee, who had seen us quite frequently, and ask 
what his opinion was of the President’s recommendation. It was up 
to us to explain it, to explain any facts that they wanted. 

The CHairman. Any other questions? Mr. Jenkins will inquire. 

Mr. Jenkins. You are the Under Secretary ¢ 

Mr. Fousom. Yes, si 

Mr. JENKINS. That | means you are next in authority to Mr. Hum 
phrey 4 

Mr. Forsom. Yes, sir. 

Mr. Jenkins. In power and authority ¢ 

Mr. Fotsom. Yes, su 

Mr. Jenkins. Now, then, I saw by the papers that you were a 
frequent visitor up to see some of the United States Senators about 
these matters before you formulated your program. I wondered, 
did you ever come up to see Mr. Reed ¢ 

Mr. Forsom. I indicated exactly what happened. We have not 
talked with anybody in regard to this, except according to the record 
here. As soon as we had reached our conclusions as to what our 
recommendations might be with the President, and we had general 
approval among the different departments we talked to and the Presi- 
dent, the Secretary himself talked with Mr. Reed. He talked with 
Senator Millikin, and some of the other congressional leaders. And 
I did not personally talk with any of them until the day the Presi- 
dent’s program Was announced. 

Mr. Jenkins. Let me get the record straight on that. I repeat 
again: You have been around this Congress for many years, and you 
have been before this committee many times in the last 20 years. We 
know that you are a very sophisticated individual about tax matters. 
The papers report that you had made a number of visits to the Capitol 
to see the Senators, and I just asked you if that was true. 

Mr. Forsom. It was not true. 

Mr. Jenkins. And then, of course—— 

Mr. Foutsom. In the first place, we were not in a position to talk to 
anybody about a program until the President’s budget had been an- 
nounced. When the figures had been determined, when the budget 
figure had been determined, then the Secretary himself talked to a 
few of the congressional leaders. I did not go with him and I did not 
talk with him myself. 

Mr. Jenxins. Have you or anybody in the Treasury Department 
contacted the Chamber of Commerce in the State of Ohio, which 
happens to be the biggest State chamber of commerce in the Nation? 

Mr. Fotsom. I have had no relation with any other chamber, or the 
Ohio State Chamber of Commerce. 

Mr. Jenkins. Do you know of anybody from your Department 
who may have contac ted that great organization ? 

Mr. Forsom. Nobody to my knowledge; no. We were dealing only 
with the tax committee of the United States Chamber of Commerce. 
They had been here at their own request to talk with us, and we simply 
proceeded to talk with them about it. 
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Mr. Jenkins. I ask again: You never have been up to see Mr. Reed, 
have you, individually? 

Mr. Fotsom. Surely, I have seen Mr. Reed. I did not see Mr. Reed 
after the President’s program was formulated. Mr. Humphrey saw 
him. 

The Cuarrman. You did not see me on the tax proposition, did you, 
Mr. Folsom ? 

Mr. Fousom. We have talked with you. I know soon after I came 
down here I have talked with you several times. 

The Cuairman. I told you about the work we had been doing as a 
committee in revising the code, did I not? 

Mr. Fotsom. Surely. And we are working very closely with you. 
We have several committees of our staff working very closely with 
the joint-committee staff, and I think we have 8 or 10 committees al- 
ready set up, in which we are working very closely, and we hope to 
continue very close cooperation with your committees. We realize, 
of course, that the only thing we can do is to make recommend: ations. 

Mr. Jenxrns. I presume, of course, that you read the papers, and 
are familiar with what is going on over in Korea, with reference to 
whether a truce will be accomplished and arrived at. Now, of course, 
you realize that a truce may be entered into in Korea. What will 
be the budgetary effect of such a consequence? What effect will that 
have on the financial activities of the Nation ? 

Mr. Forsom. I think the President has already indicated that there 
will be not letup in the defense program with a truce. If there is 
not letup anymore and the defense expenditures are not changed be- 
yond the amount already recommended, I don’t see how it would make 
any difference. 

Mr. Jenkins. I notice that many people who are familiar with 
financial matters indicate that if a truce is entered into, that it will 
mean a saving of at least 5 billion, and certainly that would be a 
very important factor in balancing the budget, in my way of thinking. 

Mr. Forsom. Of course, we have not any figures on that at all. 

Mr. Mason. Would the gentleman yield? 

Mr. Jenkins. Yes. 

Mr. Mason. In view of the excellent prospects of an immediate 
armistice or truce in Korea, Mr. Chairman, I see no sense whatever in 
continuing these hearings. 1 would say let’s end the hearings and end 
all thought of extending the excess-profits tax. 

The CHarrman. Mr. Mason, I agree with you 100 percent. But 
it would be futile except for this: and that is that a very large number 
of witnesses from various parts of the country are sc heduled to ap- 
pear in opposition to the President’s program of extending the excess- 
profits tax. They have gone to expense to come here and they want 
tobe heard. They want to register their disapproval of any extension 
of this iniquitous tax. I feel it would be very unfair to them to not 
let them have an opportunity to be heard before this committee. 

Mr. Jenkins. Mr. Folsom, regardless of the fact that you are the 
Under Secretary of the Treasury, I think the financial people of the 
Nation will agree with what Mr. Mason has to say, and what I have 
had to say, that a truce will surely have a great effect on the finances 
and the financial structure and the financial activities of this country 
and the people in the country. That is all, Mr. Chairman. 
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The Cuatrman. Any questions on this side? 

Mr. Kean will inquire. 

Mr. Kran. Mr. Folsom, I have this law before me. I am not a 
lawyer, but I cannot see anything in this law that would prevent the 
Under Secretaries of the Treasury from talking to businessmen and 
expressing to businessmen their views on any proposed legislation. 
There is nothing in this law as you see it that prevents that, is there 

Mr. Forsom. No, sir: nothing whatsoever. The Secretary and I 
do not see anything in it. 

The Cuatrrman. Any other questions? 

Mr. Byrnes will inquire. 

Mr. Byrnes. Mr. Folsom, th ese telephone calls that you made, were 
those made prior to the President’s radio address or afterward ¢ 

Mr. Fotsom. No; we were not in a position to talk to any of these 
people before the President’s radio message, because the tax program 

had not been finally approved, and we certainly could not talk to 
any outsiders about things we were thinking about to recommend to 
the President on it. As I indicated, the telephone calls I mentioned 
all occurred after the President’s radio message. 

Mr. Byrnes. That was the first time the program was announced 
publicly ¢ 

Mr. Forsom. And I called the chairman of those two tax commit- 
tees, once the program had been announced, with all the facts out, 
and said in view of these new facts, Are you going to reconsider your 
position? In fact, 2 or 3 of the calls, I think the one to Mr. Madden, 
were made before the hearings had been scheduled here. You know, 
it was 2 or 3 days later when you scheduled these hearings, and my 
conversations were before that time. 

Mr. Byrnes. So these people you talked to, by the time you talked 
to them, had complete details relative to what the proposal was, did 
they not ? 

Mr. Forsom. Yes. They read the message. 

Mr. Byrnes. So it was not a matter of your calling them to outline 
what the President’s program was? 

Mr. Fotsom. No; I wanted to discuss it with them and see what 
they thought about it. I am not at liberty to tell you what they told 
me, but we did discuss it and got their views, personal views, and 
what they though the views of the organizations might be. As I indi- 
cated in my statement, they both told me very definitely that it would 
be very difficult, not difficult but they though it very unlikely that the 
organization would change their position because of the strong stand 
which they had previously taken. 

Mr. Byrnes. In other words, as I understand it, you just called 
them to get their reaction to the President’s speech and the President’s 
proposal. 

Mr. Forsom. No; I went beyond that. We wanted them to consider 
‘\e facts as presented, and hoping that they would review the situa- 
.on to see whether it had any effect on their position which they had 
taken. 

Mr. Byrnes. So it was not just a matter of getting information 

from them as to how they thought about it? 

Mr. Forsom. No; we wanted ‘to give them information. 

Mr. Byrnes. Could you give them any more information than they 
received in the President’s message ? 
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Mr. Fotsom. We could probably give them some of the background, 
part of the recommendations, and explain why we made those recom- 
mendations. 

Mr. Byrnes. It was my impression that the President’s radio mes- 
sage and his subsequent message to Congress were rather detailed 
as to the background of the fiscal picture. 

Mr. Fotsom. We see no reason in the world why we should not 
talk to those people. We have known them for a long time, they had 
been in to see us frequently, and new facts had come up. Why should 
I not talk to them ? 

Mr. Byrnes. I am not saying whether you should or should not. 
I am trying to get the facts as to what the conversations were for, 
because I think it does have a bearing on the matter of the extent to 
which the Treasury attempts to secure witnesses to appear before this 
committee on one side or the other of a question. 

Mr. Fotsom. We said nothing whatsoever about whether witnesses 
would not appear or anything else. In fact, as I said, the conversations 
took place before you had hearings scheduled. 

Mr. Byrnes. You knew we were going to have hearings did you 
not, once we had received the proposal ? ? 

Mr. Fotsom. No, we did not. aoa didn’t have hearings before. 
You did not have hearings on H. R. 1. We did not know you were 
going to have hearings. In fact, I an think anybody knew until 
you announced it. 

Mr. Byrnes. The chances are pretty good that when the President 
announces a program and sends up legislation of any kind, that no 
matter what committee it goes to, that committee is going to hold some 
hearings on it. 

Mr. Forsom. We didn’t call these people in anticipation that you 
were going to have a hearing. 

Mr. Byrnes. That is all. 

The CuHarrman. I just want to say here that the committee gives 
about a month’s notice in the press on any important hearings, so if the 
President was not interested in following that notice, that is not our 
fault. 

Any other questions? Mr. Baker will inquire. 

Mr. Baxer. Mr. Folsom, a few days ago the Secretary, Mr. Hum- 
phrey, used substantially this language in regard to excess profits: 
that if excess-profits tax should be extended until December 31, not 
only will the Treasury not ask further extension, but “We would 
oppose further extension. 

Now, I want to ask you, as Under Secretary of the Treasury, if 
you are in a position to make the same assurance as to the 10 percent 
and on down decrease in individual taxes as of the same date. 

Mr. Folsom. Well, we have definitely recommended to the President, 
and the President in his message to Congress stated that he definitely 
favored the reduction as scheduled of individual income ts ixes. 

In fact, I will read exactly what the President said: 

I believe that a reduction in personal income taxes can and should be made 
effective next January 1. This reduction will amount— 
and so forth. Of course, we are naturally back of that statement. 

Mr. Baxer. Of course, that language is not as strong as the Secretary 
used in respect to excess profits, is it? You see, the Secret ary said, 
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“Not only will we not ask the extension of excess profits, but we would 
oppose any movement to further extend excess profits. * All I want 
to know is if you put further extension of this tax increase on indi- 
viduals, if you have the same feeling against the further extension of 
that, if the Secretar y does, and the same policy, as they do against the 
excess profits. You know what I mean ¢ 

Mr. Forsom. Yes, sir; we feel quite definitely the same way. I 
might call your attention to another sentence in the President’s mes- 

sage In which he states that he thinks the reduction would be justified 

because of further reductions in expenditures. But should this im 
provement fail to come about, and thereby prevent significant further 
economies, I shall find it necessary to make recommendations for alter- 
nate sources of revenue. 

Mr. Baxer. That is all. 

The Cuatrman. Mr. Curtis of Missouri will inquire. 

Mr. Curtis of Missouri. Mr. Secretary, | was wondering about this: 
I know that you personally have not been listening to the witnesses 
who have appeared before this committee against the excess-profits 
tax, but I was wondering if representatives of the Treasury Depart- 
ment have been present to hear some of these stories that have been 
presented to this committee. 

Mr. Fotsom. Yes. We have some one here all the time getting a 
complete report of it. 

Mr. Curtis of Missouri. And the same was true of the hearings at 
the Small Business Committee, held in regard to these complaints and 
these problems / 

Mr. Foutsom. Yes. I appei ared before that committee also. 

Mr. Currs of Missouri. I know you did. But I am talking about 
whether or not the Treasury Department had available the evidence 
or the testimony of these small companies and other companies that 
have been complaining about the excess-profits tax. 

Mr. Fotsom. Yes. There is some one from the Bureau of Internal 
Revenue present at some of the hearings, and we have a complete trans- 
cript of all the hearings, and we are in close touch with it. 

Mr. Currs of Missouri. So in making up your judgment on this, 
you have considered some of the evidence, at any rate, that has been 
presented to our committee and indeed the Small Business Commit- 
tee ¢ 

Mr. Fousom. Of course, our recommendations were made before 
these hearings, naturally. But we are familiar with the criticisms 
and I think we realize the defects of the system, both the Secretary 
and I have stated many times we did not like the excess-profits tax, 
the principle of it. As he pointed out quite clearly, though, you are 
going to have the bad effects of it anyhow for the rest of the year. 
We want to get rid of it at the end of the year as soon as we can. 

Mr. Currs of Missouri. That is exactly the point I wanted brought 
out, that you had made your decision before you had heard these 
complaints. 

Mr. Fotsom. Just a minute. On that I say we had to make recom- 
mendations to the President a month ago. 

Mr. Curts of Missouri. I understand that. I will get to that, if I 
may. I want to ask some questions if I might. You testified that 
you called and had discussions with various business groups, and 
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various committees. Did the Treasury Department have any discus- 
sions with the Ways and Means Committee about these problems of 
where taxes might be raised and what the complaints of businessmen 
and other people throughout the country might have been, the ones 
that our committee has had on file for many years ¢ 

Mr. Fotsom. Well, the Secretary and I discussed these matters with 
the chairman of the committee several times. 

Mr. Curris of Missouri. But there was no occasion that you thought 
to call in the committee. You called in these other committees and 
discussed things with them. You see, here is the reason I am making 
this point: The whole purpose of Congress having the power to levy 
taxes is because Congress, through its committees, 1s supposed to listen 
to the complaints of the citizens and business people as to where the 
laws might not operate properly. And yet it looks like the executive 
organization called in certain segments of industry, at any rate, or 
listened to them, to do what Congress had been doing for many, many 
years. And vet the Treasury Department did not consult with the 
committee itself which had been involved in that business. 

Mr. Forsom. That is not the fact, because we consulted with the 
chairman of your committee a number of times. 

Mr. Curtis of Missouri. I did not ask about the chairman. I said 
the committee. 

Mr. Fousom. It is up to the chairman to call your committee to- 
gether or to ask us to appear before your committee. We dealt with 
the chairman. 

Mr. Curtis of Missouri. So you felt that that was sufficient, al- 
though you did deal with various business committees. 

I noticed the word “committee” when you testified on that. 

Mr. Fortsom. Surely. But we would have been glad at any time 
to appear before your committee. You had no hearings on it. Asa 
matter of fact, we did not talk to the members individu: ally because we 
dealt with the chairman direct. We thought if the chairman wanted 
us to do that, he would ask us to do it. 

Mr. Cumtts of Missouri. The main thing I am after is whether or 
not you have availed yourself of the data that was available to this 
committee in the way of the complaints we have had registered with 
us as a committee for many, many years. I was not a member all the 
time, of course. 

Mr. Fotsom. Yes; our staffs have been in very close touch with the 
staff of this committee and Mr. Stam’s staff. They have been in con- 
stant touch with them at all times. We would have been delighted to 
appear before your full committee at any time the chairman sug- 
gested. Both the Secretary and I dealt with the chairman several 
times. 

The CuarrMAn- Pardon me. To keep this record straight, you 
never discussed taxes with me at all. 

Mr. Forsom. I did in January when I came here, and I—— 

The CHarmman. The only thing we discussed was that I told you 
we were at work at that time on the revision of the code. That was 
when you first came in, and the only time, and the only phase of taxa- 
tion we discussed. The Secretary of the Treasury did come and talk 
with me, and he presented his idea in regard to this problem, and I 
said I could not go along with it. 
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Mr. Forsom. That is what I stated. 

Mr. Curtis of Missouri. Mr. Secretary, what has disturbed me a 
great deal is the fact that the administration, yourself, the Secretary 
of the Treasury, and other people in the administration have oo ribed 
excess-profits tax as bad and vicious. Some have even said it was 
against the American way of life. And yet, I do not know a their 
using that language whether they realize what those words mean. Be 
cause if those words do not mean that we are undermining our econ 
omy, which is our national security, through such a tax, if it is bad 
and vicious, and against the American way of life, I do not under- 
stand the English language. And yet the whole issue, as far as it has 
been presented to this committee by the Administration, is that we 
must not gamble with our internal security by not granting this addi- 
tional $800 million. 

Would you not agree that if a tax is bad and vicious, against the 
American way of life, that it is undermining our economy, and if it is 
undermining our economy that that is gambling with our internal 
security 4 

Mr. Forsom. Our position, I think, as the Secretary stated very 
clearly, was that you have many of the bad effects of this tax already 
for the rest of the year anyhow. 

Mr. Curtis of Missouri. Well, sir, I have heard that, but I must say 
that I think that that is a specious argument, as much as I respect the 
Secretary of the Treasury’s viewpoint, because the whole point of a 
tax as to whether it is vicious is its rate. 

You can have a tax on a certain thing, and as long as the rate is not 
excessive, it will not cause too much damage. But usually in taxes 
the thing that causes the damage, and the thing that makes it vicious, 
isthe amount. You are simply saying that because you have a tax on 
a particular item, that it does not make any difference as far as its 
viciousness is concerned. I say the fact that it is only 7 percent as 
opposed to 15 percent makes a great deal of difference. 

Mr. Fotsom. Another fact you must realize, too, is when people are 
talking about the hardships of this tax, you must realize that many of 
the hardships are due to the fact that the normal corporation rate is 
as high as 52 percent, normal and surtax. So you have 52 and you 
have 30 on top of that. It can be 30, and your maximum is 70 percent. 
The maximum rate anybody can pay is 70 percent. So you have a 
difference between 52 percent and 70 percent, called the excess-profits 
tax. 

Mr. Curtis of Missouri. But when we examine why this tax is vicious 
and against the American way of life, I submit the reason we find is 
that it is a tax on growth, it is a tax upon the industries that are mov- 
ing ahead into new fields. And on that I would like to make a brief 
statement, if I may, Mr. Chairman, so that I can get a response. 

The Cuarrman. If there is no objection. 

Mr. Curtis of Missouri. It seems to me that it does no good to gamble 
one way and through ignoring another gamble lose your shirt. Let 
me give you an ex: umple of what the excess-profits tax has been doing 
to good, sound, growth companies for 2 years, as I see it. 

Let us consider a company, in a new economic field, such as tele- 
vision, for example, because that is a new field, or automatic washers 
or clothes driers, its capital investment must grow in order to provide 
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the necessary base upon which to conduct the increased business. The 
traditional way in America for good companies to grow is through 
plowing back a portion of their profits. If these companies cannot 
plow back a sufficient portion of their profits to provide the necessary 
capital investment, upon which to base their increased business, they 
must go elsewhere for such capital investment. Under the excess- 
profits tax, they have gone elsewhere, in the past 2 years, to the banks 

und to new investors. And in 2 years, for some ‘of the companies, 
they have exhausted their resources and indeed for other companies 
they are out of existence. 

There lies one other source of obtaining funds to carry on a built-up, 
new, expanding business, and this, sir, is what I think is the most 
dangerous thing: The other source of funds is the older and bigger 
corporations—incidentally, in particular, the older and bigger cor- 
porations who have not been doing as well, and who might have tax 
credits, or losses in their books, so that it is to their advantage to 
get a virile and expanding business and to buy it up. 

Mr. Secretary, all over the country, for the past 2 years, good, grow- 
ing businesses who have taken the risk of going into new fields, o1 
adopting new methods in an old field, have been bought up by bigger 
firms who pay them nice, fancy prices for their company. And these 
fancy prices are actually = for with Uncle Sam’s tax money. It is 
enly through the inequitable tax system which favors these big and in 
many instances inefficient companies, which permits them to buy up 
these new, vigorous firms. 

So you make the big firms bigger, without their having taken any 
business risk to speak of, through the Government providing the 
proper economic climate. It is maintaining this economic climate, 
Mr. Secretary, that I see, and I suggest, is a much greater gamble 
with our internal security than this additional $800 million. It is not 
any wonder to me, in as much as Mr. McCabe, who testified yesterday, 
wanted to bring out this point and suggested it did not hurt the Scott 
Paper Co. so much, and some of those big corporations, it is not any 
wonder to me that some of the real big businesses have not been so much 
concerned about it, because they can go in and buy up these good, 
vigorous, smaller firms, give them a nice, handsome profit. 

But the real risk that these men have undertaken in going into these 
new fields is largely unrewarded. The advantages for having taken 
that risk and having done a good job with it for our economy are lost 
and those advantages are tur rned over to your big companies. 

I suggest, sir, that that is the issue here, as I see it. And I see the 
gamble that you are taking. In 6 months more I do not know how 
many other firms will be bought up by some of your bigger concerns 
who have their eyes on them right now. That is the problem that I 
do not believe from the testimony of Secretary Humphreys and others 
of the administration, that I listened to very carefully, has been 
examined or understood. The words “vicious” and “bad” come out 
too easily. To me, if this is against the American way of life, as you 
have testified, that means something. 

Now, where is it against the American way of life, if it is not as 
I have tried to describe it here ? 

Mr. Fotson. Mr. Curtis, I am not here to defend the excess-profits 
tax. Iam fully familiar with the defects of it. I have stated many 
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of the things you have stated before I came here, and I still believe 
inthem. I have had a lot of experience with it in my own business, 
and in talking with many other people in other lines of business, not 
only these two organizations but many other business organizations. 

Of course, there is a gamble you take one way or the other. We 
feel that the overriding issue here is for the country as a whole, and we 
are trying to get a program which we a is best for the country 
as a whole and not for one particular business or one particular in- 
dustry. We try todo what we think is best for the country as a whole. 
Chis program that we have submitted is a program as a whole, and this 
is just one part of it, but not the whole program. 

We are saying here that we feel, after a most careful study of this 
thing, that this is : L program which we think is the best one to meet 
the present situation. We realize the bad effects of this system, the 
excess-profits-tax system. We think you could live with it for 6 
months, and the gamble in that direction is not so great as a gamble 
of a much greater deficit which, if you have tax reductions this year, 
you would have, and the effect it might have on the sound dollar and 
the whole security program. Some people feel one way and some 
the other. We are simply telling you we have been down here study- 
ing this thing very carefully, and the Secretary and I thought of it a 
long time before we came here. We have been thinking about it very 
carefully, and I have talked to many people about it. This is our 
best judgment and the recommendation that we made to the President, 
and the other people in the executive departme we and they agree with 


us and say it is their best judgment. Whether it is the judgment of 
this committee, of course, is an entirely different matter. It is up 
to you people to oe your own jt udgment. That is our judgment of 
what we think is best for the country. There is plenty of room for 


a difference of opinion. 

Mr. Curris of Missouri. I appreciate your statement on that, sir, 
and I am glad to hear you say that you do recognize that this is a 
gamble. I would like to reassure myself of one thing: You believe, 
do you not, sir, that the members of this committee are likewise inter- 
ested in our entire economy, and we are interested in the future of this 
country just as much? 

Mr. Fousom. I don’t question that at all. But I must point out, 
though, that when individual businessmen come down here, it is a 
question of whether they might not be so much concerned with their 
own particular difficulties and own business, that they might not have 
the broad point of view of the objective which we are thinking for the 
good of the country as a whole. And we know you have that exactly 
as we do. 

Mr. Curtis of Missouri. Yes, sir. But when we hear those busi 
nesses, I hope you believe that we, too, try to weigh out that factor 
and evaluate it. Of course, they are pleading their special case. an 
only way I view it is whether or not their particular cases, added i 
their sum total, are such that this is undermining our economy to the 
extent that the gamble you take that way is a greater and a more 
dangerous gamble to our internal security than this $800 million. 

I want to close my remarks by simply saying this, that as I view the 
members on this W ays and Means Committee, I do not know any 
other group in the House that has fought as valiantly and as stead 
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fastly to balance the budget. I am talking now about getting the 
expenditures in hand. So when you talk about the issue and the 
gamble involved in not balancing the budget, I do not think you could 
be talking to a group of men who are more aware of that, and who 
have been fighting that battle, indeed a lot longer than many of the 
people who has testified before us. 

(The following letter was later received from Mr. Folsom :) 


THE UNDER SERETARY OF THE TREASURY, 
Washington, June 12, 1953. 
Hon. THOMAS B. CURTIS, 
House of Representatives, 
House Office Building, Washington, D. C. 

Dear Mr. Curtis: I was sorry that because of the limitation of time there 
Was not opportunity during my appearance before the Ways and Means Com- 
mittee last week to answer more fully your important question about the possible 
gamble with economic security involved in the extension of the excess-profits tax. 

As I tried to indicate, the high level of corporate income taxes is certainly 
a real barrier to growth, especially for companies which are dependent on 
retained earnings to finance their growth. Business growth is essential for 
national economic growth, and the expansion of small, independent companies 
is especially important for social as well as economic reasons. I fully share your 
concern on the subject. I earnestly hope that many of the changes to be made 
in the tax laws next year can be particularly directed to this problem. 

I am enclosing a copy of the statement which I presented to the Select Com- 
mittee on Small Business last month in which I discussed some of the major tax 
problems confronting small business. 

In discussing the excess-profits tax, I think we should recognize that while 
this is an especially bad form of taxation, it is only a part of the total tax 
burden, Many companies are finding it difficult to retain adequate earnings 
for expansion. If such a company is in the top excess-profits bracket, it retains 
only $30 of every $100 of earnings; but the regular corporate tax takes $52 and 
the excess-profits tax $18. 

Since all of us dislike the excess-profits tax in principle, we did look very 
carefully into everything that seemed to us to be possible short-run alternatives, 
but we could not favor any of them. We first considered raising the normal 
corporate rate. Our estimates showed that on the annual basis, 5 points of the 
normal rate would bring in approximately $2 billion, which is about the same 
as the loss from the excess-profits tax. We could not see the justification for 
shifting this burden from 12 percent of the corporations, which now pay excess- 
profits taxes, to the 88 percent that pay only the normal rate. The incidence of 
the excess-profits tax varies widely by industries. Some industries, such as 
the railroads and utilities, pay very little. We knew from talks we have had 
with many business people that this shift would not be a very popular one, nor 
did we think it would be fair. It is obvious that it would not be fair to shift 
this part of the tax load from corporations to individuals—either by increasing 
the normal individual tax rate, or by excise taxes. 

Though the barrier to growth imposed by this additional tax is important 
and undesirable, it seemed to us, for this next 6 months’ period, less serious 
than the consequences of a tax reduction prior to the time when the Govern- 
ment had really gotten control of the budget situation. In this first year of 
the new Congress and administration, we believe that if we did not place a 
sound budget policy as the first financial objective, we would find it even harder 
in later years to stand firm on this point. 

In case you didn’t see it, I am enclosing a clipping from the June 10 New 
York Times on this subject. 

The immediate decision is certainly a choice of evils on which judgments may, 
of course, differ. From our appraisal of the situation, we are confident that 
the entension of the tax will do less long-run damage to the economy than would 
be caused by the abandonment at this time of the principle of a sound budget 
policy. 

Sincerely yours, 


M. B. Fotsom, 
Under Secretary of the Treasury. 
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SrarEMENT BY UNDER SECRETARY OF THE TREASURY IOLSOM BEFORE SuBpcom- 
MITTEE No. 2 OF THE SELECT COMMITTEE ON SMALL BUSINESS, HOUSE OF 


REPRESENTATIVES 
INTRODUCTION 


I am glad to have this opportunity to discuss with members of the Subeom- 
mittee of the House Select Committee on Small Business some of the major 
tax problems which confront small business and to outline Treasury viewpoints 
and objectives in this important area. The invitation to appear before you, 
extended by your chairman, comes at a most opportune time. The Treasury 
Department is now engaged in an intensive study of the entire tax system; the 
material which is developed in these hearings may be helpful in our own work 
Though it is not now possible to indicate specific recommendations which will 
be made to the Congress at a later time through the Ways and Means Committee, 
I can note some of the major areas of interest and indicate the point of view 
from which we approach our examination of the tax law. 

This administration is vitally interested in encouraging small business which 
is so important an element in the balanced and dynamic development of the 
American economy. We need small business, as well as medium-sized and 
big businesses. Each has its role to fulfill; each has its special contribution 
to make toward meeting our economic needs. Policies to reduce the tax bar 
riers to the growth of small business are especially important to maintain the 
traditional American pattern of economic organization. 

As President Eisenhower said in his state of the Union message: 

“* * * * We must develop a system of taxation which will impose the least 
possible obstacle to the dynamic growth of the country. This includes particu- 
larly real opportunity for the growth of small business. Many readjustments in 
existing taxes wil be necessary to serve these objectives and also to remove 
existing inequities. Clarification and simplification in the tax laws as well as 
the regulations will be undertaken.” 

The Treasury’s review of the tax system will, we are sure, develop a number 
of practical measures which can contribute to the growth and continued 
independent existence of small business, including (1) simplification and clari 
fication, (2) the removal of provisions which serve as a trap for the unwary, 
and (3) the reduction of paperwork involved in the payment of taxes by small 
business men. 

Secretary Humphrey, in his statement before the Treasury Subcommittee on 
Appropriations, stated the goal of the Treasury as follows: 

“It is our purpose in the Treasury to help provide the proper economic climate 
in America. The fiscal policy is very important in determining that climate 
which is intangible but has a direct effect upon the lives of each of us every 
day. It is our purpose to establish and maintain such fiscal policies as will 
permit America to continue to grow and reach even higher standards of living 
for all its people.” 

Whatever suggestions the administration makes to Congress for tax legis- 
lation will be the result of the most careful possible study in an effort to deter- 
mine what is for the good of the entire Nation. I wish that we could foresee 
enough reduction in expenditures in the immediate future to permit us to rec- 
ommend all the adjustments which we find desirable. However, as the President 
stated in his recent message on the Budget: “The Treasury must be assured of 
adequate revenues to finance necessary expenditures for national security and 
other essential purposes.” 

We shall proceed as promptly as we can with recognition that our recom- 
mendations must be consistent with our primary objective of maintaining a 
sound budget position. 

It should be emphasized that we do not believe that the tax revisions needed 
to promote the sound development of small business should be regarded as special 
favors but rather as a method of preserving a dynamic, progressive, and com- 
petitive economic system. 

The broad objective of providing a tax system under which small business will 
flourish has three major aspects: 

First, small business must be permitted to grow. An ample suppiy of avail- 
able funds from the business’ own earnings and from outside sources is essential 
to finance expansion. In this connection, the structure and rates of the cor- 
porate and individual income taxes, the definition of income, the allowable 
deductions, and the treatment of undistributed corporate income are all of great 
importance. 














302 EXCESS PROFITS TAX EXTENSION 


Second, the continued independent existence of established small business must 
be encouraged. Those features of the law and regulations which relate to 
financing the estate taxes due when important members of the business die are 
of particular interest. The tax effect of the recapitalization which occurs in con- 
nection with the partial withdrawal of the investment of the original owners 
is also of special importance. 

The third major approach is one not directly related to the actual dollar load 
of tax but is concerned primarily with lightening the burden of compliance for 
small business through simplification of the tax laws and regulations and im- 
provement in administrative attitudes. Such an improvement would go a long 
way toward reducing arbitrary interference with business decisions, minimizing 
areas of unnecessary dispute and controversy, and eliminating painful uncer 
tainties in the final determination of tax liability as well as needless adjust- 
ments of income and deductions from one taxable year to another. 

The specific areas of difficulty and corrective suggestions which I shall men- 
tion must be considered only as examples of the problems and alternative solu 
tions now under study. They do not in any sense indicate definite policy recom 
mendations or conclusions. 

Some of the revisions involved are essentially technical and have little revenue 
significance. Others, unfortunately, including some of greatest importance in 
centivewise, carry revenue losses of varying amounts, and the existing tight 
budget situation imposes severe limitations on the actions which may be under- 
taken now. 

Regardless of the immediate promise of each particular measure, we must not 
lose sight of the fact that overall tax reduction is justified only as we show 
that we can succeed in bringing the budget under control. As the budget is 
balanced, the tax burden can be eased. But, as Secretary Humphrey has in- 
dicated, both taxes and expenditures should come down together. Sound policy 
requires careful and coordinated timing of tax and expenditure reduction to 
avoid either inflation or depression. 


I, REDUCTION OF TAX BARRIERS TO GROWTH 


A. Bacess-profits tax 

The excess-profits tax highlights the interrelated economic and budgetary 
aspects of the problem. This tax is of concern to many small businesses. Be- 
cause of the need to maintain revenue until expenditures are reduced, President 
Eisenhower, in his message to the Congress on May 20, recommended the ex- 
tension of the excess-profits tax for 6 months beyond its present expiration date 
of June 30. In doing so, he stated: 

* * This action seems necessary in spite of the fact that this is an unde- 
sirable way of taxing corperate profits. 

“Though the name suggests that only excessive profits are taxed, the tax 
actually penalizes thrift and efficiency and hampers business expansion. Its 
impact is especially hard on successful small businesses which must depend 
on retained earnings for growth. These disadvantages of the tax are now widely 
recognized. I would not advocate its extension for more than a matter of months. 
However, under existing circumstances, the extension of the present law is 
preferable to the increased deficit caused by its immediate expiration or to any 
short-term substitute tax. 

“The scheduled expiration of the tax in June would be misleading in its con- 
sequences. It would simply mean that the tax would be applied at half the full 
rate, 15 percent, to all of this year’s business income. Therefore, its bad effects 
in penalizing efficiency and encouraging waste will continue through this year 
in any event. The extension of the tax through December 1953 would maintain 
the full 30-percent rate for the entire year and would produce a gain in revenue 
of $800 million in the fiscal year 1954.” 

The termination of the excess-profits tax at the end of this year, in accordance 
with the schedule recommended by the President, will remove one of the major 
tax problems of small business. 


B. Depreciation 


One of the positive steps that may be taken to reduce obstacles to the dynamic 
flow of investment is an improved treatment of depreciation in computing taxable 
income. This is of particular importance to small business. 

The depreciation allowance is essentially a matter of timing of deductions, but 
the speed of the tax-free recovery of costs is of critical importance with respect 
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to the willingness to incur risk, the working-capital position, and ability of the 
business to borrow. 

A liberalization of the present rules governing depreciation so as to allow 
management greater discretion would increase total investment, particularly i 
risky ventures, stimulate a generally higher level of national income and economi 
activity, and incidentally, but not less important, remove sources of irritation 
and fruitless controversy in the administration of the tax laws 

A more liberal depreciation policy would also ease the financial problems of 
many small business. Working capital which the business could plow back 
inte its operations or use to write off bank loans would be increased. 

Investment risk would be reduced by a quicker tax-free recovery of such outlays 
The credit position of the small business would be improved, since more liberal 
depreciation allowances would give the business and its creditors a claim to 
receipts which is prior to the tax liabilitv. This would tend to provide better 
access to bank funds for hard-pressed businesses which have no recourse to 
the ordinary sources of equity capital. 

One of the most direct ways of encouraging what is broadly termed “investment 
incentive” is to provide the capital necessary to back up a potential investment 
decision. All the incentive in the world will be futile unless business has 
adequate funds. 

While the administration’s objectives and sympathies in this area are clearly 
defined, there remain many questions as to methods and extent of change. Some 
liberalization may be effected through regulations issued under existing statu 
tory provisions. More extensive changes may require legislation. The adoption 
of a substantial program in this character would require careful planning, and 
the initiation of the new rules must be related to the general budgetary situation. 


C. Section 102 surtagxr on surplus accumulation 


Another provision of the tax laws of special interest to small business is the 
section 102 surtax on improper accumulation of surplus. While it is generally 
recognized that some device of this nature is indispensable to prevent tax 
avoidance, section 102 has been an important source of controversy, primarily 
in its application to small business. Critics have charged that section 102 
discriminates against small business retaining earnings in the form of liquid 
cash reserves for future use; occasions fear and uncertainty ; retards expansion 
or causes premature or unwise expansion; and promotes undesirable business 
practices to divert profits which would otherwise be vulnerable to the penalty tax. 

This whole area is being carefully studied with a view to improved admin 
istration and possible legislative recommendations. The rate and basie structure 
of the tax penalty as well as the statutory criteria for its application need to be 
reviewed. A specific administrative aspect which will need attention is the 
so-called immediacy test which makes it difficult for a small business to 
accumulate earnings gradually from year to year for ultimate use on sizable 
expansion projects. Large businesses, which can finance complete investment 
projects out of current earnings or justify an accumulation on the basis of 
definite and more or less formal plans, have been reasonably free from this 
problem. 


D. Corporate-surtaxr eremption 

The present surtax exemption assures corporate business a reduced rate on 
the first $25,000 of its earnings and a substantial reduction of the overall 
effective rate over a considerable range of income above that level. The surtax 
exemption was introduced in 1950 as a means of eliminating the high-notch rates 
previously applied to income between $25,000 and $50,000. 

Basically, the reduced rate on small corporate incomes is designed for the 
assistance of small businesses dependent primarily on retained earnings for 
growth. A graduated tax for corporations cannot be justified on the same basis 
as progressive taxation of individuals since the size of the income of the business 
is not necessarily related to that of the individual owner. Whether the present 
surtax exemption is adequate for its intended purpose under present conditions 
is subject to review. Attractive as it may appear as a means of easing the 
tax impact on small concerns, even a moderate increase in the surtax exemption 
involves a substantial revenue loss, 


BE. Double taxation of dividends 


The fundamental problem of the double taxation of dividend income raises 
special problems in connection with small, closely held companies. The small- 
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business aspect will necessarily be considered carefully in the work on methods 
of coordinating corporate and individual income taxes to alleviate double taxa- 
tion. Here again the loss of revenue may be large, and desirable changes may 
have to be delayed or adopted on a limited scale. 


F. Individual income tazres 

The level of individual income tax rates is of crucial importance for small 
business. The existing high individual rates threaten to dry up the chief sources 
of risk-capital funds and to reduce the willingness of potential investors to bear 
the type of risk associated with small, new business. 


G. Investment loss deduction 

One of the most significant proposals for the modification of the tax law to 
encourage investment in small business and other risky ventures would provide 
more liberal recognition of capital losses as offsets against ordinary income. 
Under present law, investment losses of individuals are treated as capital losses 
and as such are deductible only against capital gains, plus $1,000 annually of 
ordinary income. Many feel that this tax treatment results in a “heads I win, 
tails you lose” situation which reduces the relative attractiveness of the type 
of risk investment involved in a small-business undertaking. One possible 
remedy would be to increase the extent to which investment losses can be offset 
against ordinary income, 


H. Excise tares 

One of the specific questions which your committee has raised relates to the 
effects of the present system of excise taxation on small business. 

The excises are the third largest source of Federal revenue and are now 
imposed on a variety of goods and services, some of which are true luxuries 
and others ordinary necessities. Some of the items taxed are produced by 
prosperous industries; others are supplied by industries that are experiencing 
economic distress, even at a time when the level of business activity in general 
is very high. Some of the items taxed are produced by industries in which the 
business unit is compartively small. 

As President Eisenhower stated in his message of May 20 to the Congress: 

“The wide variety of existing excise rates makes little economic sense and 
leads to improper discrimination between industries and among consumers. 
Specific proposals for a modified system of excise taxation will be included in 
the recommendations for tax revisions that will be submitted to the Congress 
next January.” 

He noted further that: 

“The reductions in excise taxes, which would take place next April 1 under 
present law, should be rescinded pending the development of a better system of 
excise taxation.” 

The interest of small business in the relative emphasis to be placed on excise 
taxes and the selection of items to be taxed is appreciated in the Treasury 
Department. Moreover, we are fully aware of the importance, particularly for 
the small business, of reducing the tasks of compliance imposed on manufac- 
turers and retailers to the minimum consistent with fair and uniform enforce- 
ment. Some of the steps being taken in this direction will be mentioned later. 


II, INDEPENDENT EXISTENCE OF SMALL BUSINESS 


The problem of encouraging vigorous small business is twofold. It is not 
enough merely to facilitate the growth of such business. Encouragement for 
its continued independent existence is equally important. 

In this connection, attention must be given to the problems of financing estate- 
tax liabilities and the tax treatment of the recapitalization of a corporation 
which arise from the partial withdrawal of the investment of an important 
shareholder who seeks to give his estate greater liquidity, diversify his invest- 
ments during his declining years, or to effect an orderly transition to new active 
management. 

While various limited provisions have been developed to meet these problems, 
much remains to be done in order to prevent adverse effects on the flow of business 
investment. The existing rules governing the tax status of recapitalizations 
and partial liquidation are highly technical, rigorous, and uncertain. Com- 
plete sale or merger, usually with a larger corporation, is frequently preferred 
to avoid these risks and complexities. The consequence is the extinction of the 
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business as an-independent entity. Amendments to the law and changes in 
udministrative policy which may reduce the existing tax impetus to mergers 
deserve careful study. 


III, SIMPLIFICATION AND ADMINISTRATIVE ATTITUDES 


Small business, in common with all taxpayers, has a right to expect complete 
bonesty and integrity in the tax-collection service. It should be able to rely on 
the justice and the fairness of the Government’s attitude. There are also a 
number of more specific ways in which the Government’s attitude and treatment 
of the taxpayers can accomplish much in lightening the practical load of tax- 
payment. 

One of these is the matter of certainty. We are seeking ways in which we 
can give the taxpayer assurance that his tax planning will not be arbitrarily 
upset or that the same type of questions will not be raised over and over again. 

Clarity and simplicity in the tax rules and their application are also of peculiar 
importance to small business which is not well equipped to cope with complex 
provisions, to avoid possible penalties, or to take full advantage of favorable 
treatment. 

It should also be possible to reduce interference with the management of 
business and unnecessary sources of dispute and friction. Controversy over such 
technical matters as the allocation of income and deductions among different tax 
years can be reduced. 

An illustration of an area which we are examining with a view to clarification 
and simplification is the tax treatment of pension and retirement plans and 
so-called fringe benefits. Illogical and discriminatory results have developed in 
recent years under existing law and regulations. These are frequently detri- 
mental to small business which cannot fully realize the benefits available without 
expensive technical guidance and counsel. 

Another example is in the determination of depreciation and related allowances 
on fixed assets. Administrative attitudes are most important in giving the tax- 
payer some assurance that irritating and useless adjustments will not be made 
in his depreciation rates and that his allowance will conform broadly with reason 
able managerial judgments as to the appropriate rate of writeoff. Commissioner 
Andrews has recently announced the establishment of a new administrative policy 
with respect to depreciation, to reduce controversies with taxpayers. Under the 
new policy the taxpayer is entitled to reasonable assurance of stability in depre 
ciation rates consistent with fair and effective enforcement of the statutes. 

Steps have already been taken to facilitate compliance with the excise-tax 
laws. The audit of excise and income tax liabilities is being combined in one 
coordinated Operation so as to minimize the interference with business op- 
erating routine. A new simplified excise-tax return, form 720, is in process 
of preparation. It will cover all of the Federal excises and will replace eight 
different excise returns now being used. Quarterly excise returns are already 
scheduled to replace monthly returns after July 1 of this year. Consideration 
is being given to a further simplification by substituting annual for quarterly 
returns. 

Small business has a special interest in the rules governing the deduction 
of such items as reasonable salary compensation and research and development 
expenses. 

Criticism is frequenly made that there is too much inquiry by revenue agents 
as to the reasonableness of wage or salary deductions. Present law specifies as 
trade or business expenditures ordinary and necessary expenses in carrying on 
the business, including a reasonable allowance for salaries or other compen 
sation for personal services actually rendered. The test of reasonableness has 
frequently been a source of irritating controversy. This is a matter which 
merits sympathetic consideration. 

On the other hand, business has an obligation on its part not to load tax re- 
turns with extravagant and unnecessary deductions in the nature of disguised 
compensation for business executives. Widespread publicity has been given 
to the misuse of expense deductions under high tax rates. This is a matter 
receiving careful attention. 

Research and development expenditures are frequently essential to the 
success of small, growing businesses. Over a period of years, the Bureau of 
Internal Revenue has generally allowed taxpayers incurring research and de 
velopment costs to follow a consistent practice to expense or capitalize them 
at their option. The option to expense, however, does not ordinarily apply to 
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capital items having a substantial life beyond 1 year or adaptable for other 
use, or to the cost of obtaining patents. While the expensing of research and 
development costs has definite advantages, it is not always feasible for small 
business which does not have a regular research and development budget. 
Measures to clarify and liberalize the present treatment, particularly with a 
view to insuring that the expensing option is fully available to small business, 
will receive comprehensive study. 

I can assure you that in our investigation and planning on tax matters 
in the Treasury we welcome the type of information and suggestions developed 
by your committee. We are working in close cooperation with the congres- 
sional tax committees and staffs. In addition to drawing upon the results of 
past studies and proposals on tax policy affecting small business, we are also 
consulting with various groups outside the Government which have been ex- 
amining the operation of the tax system as well as informal groups which we 
have asked for assistance in our efforts to improve the tax laws and admin- 
istrative procedures. 

With this broad base of information and guidance, we are striving to do 
our part in helping to solve the difficult problems confronting us. At the proper 
time, recommendations for legislative revision will be submitted to the Con- 
sress through the Committee on Ways and Means, which has primary responsi- 
bility in revenue matters 

It would be false optimism to assume that all the problems of small business 
could be solved by revisions in the tax law, or that quick and easy solutions 
to the tax aspects of the problem which confronts small business are readily 
available and can be put into effect immediately. However, we are determined 
to bring to the solution of these problems the best available skill and knowl- 
edge and to proceed with corrective rules and legislation as rapidly as budgetary 
and other limitations will permit. 








[New York Times, June 10, 1953] 


BupGet BATTLELINI 


One of the first consequences of a truce in Korea will be to arm with a new 
argument the congressional opponents of President Eisenhower's tax program. 
Chairman Reed of the House Ways and Means Committee has already declared 
that a truce will give impetus to his drive “to cut taxes instead of raise them,” 
and we shall hear more of this talk as the debate proceeds. 

Three weeks ago the President called upon Congress to continue the life of 
the excess-profits tax (scheduled to expire June 30) till the end of 1953. Last 
week spokesmen for the administration, headed by the Secretary of the Treasury, 
appeared before the WaysS and Means Committee to testify in favor of such an 
extension. This week the committee is hearing testimony from the opposition. 

Although one of the most important and most forward-looking of the Nation’s 
business organizations, the Committee for Economic Development, is backing 
the President in his request for continuance of this tax another 6 months, spokes- 
men for two others—the National Association of Manufacturers and the Chamber 
of Commerce of the United States—have indicated that they will testify against 
it (Advice from Washington yesterday indicated that the spokesmen for the 
first-named organization do not, as a matter of fact, represent the present 
attitude of its membership on the question. A telegraphic poll has just revealed 
that nearly two-thirds of the members favor backing the President up on the 
issue, but the rules of the NAM, it seems, require a full two-thirds majority to 
adopt a new policy. 

What, one is moved to wonder, do these business groups think the issue is 
here? Are they demanding that this tax be permitted to die because they regard 
itasa bad tax? If that were the point at issue, then we would have no quarrel 
with them. Neither, as a matter of fact, would the administration. Secretary 
of the Treasury Humphrey added his testimony unhesitatingly last week to 
that of such former heads of the Department as Carter Glass, Fred M. Vinson, 
and John W. Snyder when he referred to the tax as a bad tax. Or is it the 
position of these opponents on extension of the excess-profits tax that since its 
continuance for another 6 months would mean an addition of only $800 million 
in revenue, a sum insignificant in size compared with the deficit for 1953-54 
now in prospect, the sacrifice would not be worthwhile? 
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Kor years the leaders of these particular two business groups have omitted 
no opportunity to proclaim their undying faith in the balanced Federal budget 
as the cornerstone of a strong and sound economy Are we to believe that this 


article of faith contains a proviso, in fine print, that the budget must be balanced 
by the particular kind of taxes they happen to like? No one familiar with 
the views of the Committee for Economic Development doubts that it detests 
the excess-profits tax quite as thoroughly as do the NAM and the Chamber of 


Commerce. But the CED has not permitted either its detestation or its Zeal 
for tax relief to blind it to the central issue involved Beeause it regards a 
balanced cash budget to the “an essential safeguard against inflation,” it sees 


no logical alternative to backing the President. 
It is not necessary for the President to show that continuance of the excess 


profits tax will of itself mean a balancing of the budget. The significance of 
the excess-profits tax issue is that here is where the President has drawn his 
line of battle in defense of a balanced budget. If those who profess to be 


fighting for a balanced budget are going to withhold their support because they 
disapprove of the site he has chosen for a battleground, then they should hardly 
be surprised if the country as a whole concludes——as it would be quite justified 
in doing—that they do not, after all, regard the objective as one greatly worth 
fighting for. 

Mr. Mason. Mr. Chairman, I have one or two questions. 

The Cuamrman. Mr. Mason will inquire. 

Mr. Mason. Mr. Folsom, you stated that if this excess-profits tax 
were not extended you would have to find alternate sources for this 
revenue. You intimated that those alternate sources would be in- 
creases in the corporate tax, increases in the individual income tax, 
and increases in the excise tax. In other words, all you propose is 
to increase present taxes. What about the new sources of taxes 
Why increase present ones if we must have the revenue ‘ 

Mr. Fousom. Well, I thought I have covered most of the types of 
taxes. 

Mr. Mason. You covered the three principal sources of present 
taxes, but you failed to cover many other sources which are not now 
being taxed. 

Mr. Forsom. In our study, in cooperation with the staffs of your 
committees, we intend to cover the whole waterfront, study everything 
we can. 

Mr. Mason. That is for this general overall picture / 

Mr. Fotsom. Yes. 

Mr. Mason. I think Mr. Humphrey acknowledged that and veri- 
fied it. 

Now, I just want to ask you this question: Were you partly 
responsible for the administration’s recommendation to freeze the 
social-security tax at 114 percent, and not let it go to 2, and thereby 
rob the Treasury’s cash position of about a billion dollars next year? 
If you were not worried about that billion dollars, why worry about 
this $800 million that the excess-profits tax is suppose to bring in? 

Mr. Forsom. Well, it is $500 million for the next fiscal year, but not a 
billion. It does not affect the administrative budget and it does not 
affect the amount of bonds outstanding that we had to float. It 
does affect the cash. The reason we took that position is simply 
this: That many people who studied this social-security system— 
of course, that is one subject I have studied for many years. I was 
on the advisory council which helped formulate this system. I was 
on the advisory council appointed by the Democratic administration, 
and an savinory council appointed by Senator Millikin in the 80th 
Congress. » I have been in close touch with this social-sec urity 
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system for some little time, as many of you people know—Mr. Cooper, 
Mr. Mills, and others; and the chairman and Mr. Jenkins. 

It is the opinion of most of the people who have studied this for 
a long time—and of course there is still a wide difference of opinion— 
that two main issues are involved in the social-security system: 

One is whether you try to get it on a so-called actuarily sound 
basis, just like a sound private system, in which you build up a very 
large reserve fund, interest of which is to be used to pay benefits 
sometime in the future. And the other program is to get it on a 
pay-as-you-go basis. 

Mr. Mason. I understand that, Mr. Secretary. 

Mr. Forsom. I would like to develop this since you raised the 
question. 

Mr. Mason. I am not interested in that, really, because we have a 
subcommittee studying that. 

Mr. Fotsom. That is what I was coming to. 

Mr. Mason. What I was interested in is why the cash-budget posi- 
tion can stand a billion dollars loss in the next year, calendar year, 
and cannot stand this $800 million loss. 

Mr. Fotsom. It is a question of principle involved here, as to what 
kind of a social security system we should have. If we think it is 
sound principle to go on a pay-as-you-go basis, we should stick to 
that. We are collecting now, roughly, $4 ‘billion and paying out about 
$21, billion, so we are acc umulating $114 billion. We have a commit- 
tee, Mr. Curtis’ committee, studying this matter, and the committee in 
Mrs. Hobby’s Department studying the matter. 

In the past, when the rate increase was supposed to take place, it 
has been postponed quite frequently. We do not need the money for 
the social security-system right now. We said pending the studies 
of these two committees we think it would be safe to let it continue 
as is. 

Another thing I would like to call your attention to is that if that 
scheduled increase took effect, the person in the lower income group 
would lose as much im the increase in that as he would gain from 
the reduction in individual income tax. It is a question of whether 
you want to give him a reduction in individual income tax and take 
it away from him in the increase in social security tax. We think it 
should be considered on its own merits, by itself, without regard to 
cash position of the Government. 

Mr. Mason. And we think that this excess profits tax situation 
should be considered on its merits and principle without regard to 
the Treasury. That is my view, and of course I am willing to see 
your view on the social security. 

The CuatrmMan. Mr. Cooper will inquire. 

Mr. Cooper. Mr. Folsom, it is not my intention to indicate my 
position at this time on the extension of the excess-profits tax. But 
I do feel it is appropriate for me to say that it has been my privilege 
to know you very pleasantly for many years, and to work with you 
on important matters before this committee and other committees, and 
I have always held the very highest degree of confidence in your in- 
tegrity and ability, and continue to hold that same very high opinion. 

In view of the explanation that you have given, ‘the statements 
you have made to the committee, I am unable to see how your course of 
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action was improper as a responsible official of the Government. It 
was your purpose, as I understand it, to contact these business organi- 
zations and friends of long standing and former associates of yours, 
to get their views on this question, and to request them to analyze 
the position taken by the President in his message to Congress. Is 
that correct ? 

Mr. Forsom. Yes, sir. 

Mr. Coorrr. Thank you. 

Mr. Fousom. I appreciate your kind remarks very much, Mr. Cooper. 

The CHarrmMan. Mr. Simpson will inquire. 

Mr. Stmpson. Mr. Folsom, I have been on this committee 7, 8, or 9 
years, and I have voted billions of dollars of taxes, getting ready for 
war and police action and national defense and war again, and so 
on. I have always assumed that when we have come to the end of 
a war we could expect to remove some of those taxes which were im- 
posed to conduct the war. Assuming these peace negotiations for 
which we have all prayed do materialize, and we do have peace, won't 
that change your position with respect to this excess-profits tax 
request ¢ 

Mr. Fotsom. Mr. Simpson, it would depend entirely on what the 
expenditure to be recommended is. We don’t know in the Treasury 
yet what that position will be. I doubt very much if it will make 
any substantial change in the immediate expenditure situation. 

Mr. Srupson. Haven’t you looked ahead as to the possibility of 
war's ending and what effect that would have on your taxing policies? 

Mr. Fotsom. I don’t think that we can assume in that truce that 
it means we are going to have to cut down on our defense, necessarily. 

Mr. Stmpson. Sir? 

Mr. Fotsom. Well, that is not a matter which I think I should com- 
ment on at this time. 

Mr. Sumpson. It is a matter on which I am asking information. It 
is important to me and to the country. Certainly it costs money to 
actually conduct the war. I mean that is an expense that would be 
eliminated. 

Mr. Fotsom. Yes. But we would like, of course, to get the budget 
balanced. We have a long way to go to get the budget balanced. 

Mr. Simpson. Do you then see a possibility that even with the close 
of the war, there would be no tax reduction in the near future? 

Mr. Forsom. I would say I would doubt if it would be feasible dur 
ing this present calendar year to reduce taxes even if we have a truce. 
I do not think the situation is going to change enough in the way of 
expenditures to warrant that reduction. That is just my personal 
view as I see it now. 

Mr. Stmrson. I would like to ask this: How did you propose mak- 
ing up the loss to which reference was made a minute ago, the loss 
that would come to the Treasury through the repeal of the old-age 
insurance tax schedule of increase? How will you make up the loss 
of that $500 million ? 

Mr. Forsom. You see, it is simply a question of who buys the bonds. 

Mr. Stmpson. You are going to do what? 

Mr. Forsom. It is a question of who will buy the bonds. If we don’t 
sell them to the old-age insurance fund, we will have to sell them to 
the geners! public. 
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Mr. Stupson. You mean you are going to sell bonds to make up that 
$500 million ? 

Mr. Fortsom. If the money came in the social-security system, we 
would sell the bonds, but they would go to the social-security system. 
We think it is important to realize, and it is my personal view on it, 
lam stating here only my — al view 

Mr. Srmrson. You are in charge of legislation on taxes, are you 
not ¢ 

Mr. Forsom. I am not in charge of recommending anything on the 
social-security program. But I am saying that no program has been 
formulated in the administration yet in regard to this whole social- 
security system. We are waiting until Mr. Curtis’ committee reports, 
and until Mrs. Hobby’s committee reports, and we will be working 
with them. But we have formulated no program. Iam only saying it 
is my personal view here, which I have stated a number of times in 
the past before I came to the administration, that I do not think we 
should get up a social-security system in order to take care of the 
financial problem of the Treasury, that the thing ought to be considered 
on its merits as a social-security system. 

Mr. Srurson. I am interested in the theory of your taxation meth- 
ods. If I understand correctly, we are asked to extend a tax law which 
will bring in $800 million. Asa part of the proposal made at the same 
time, you want a change made in existing tax laws which will reduce 
cash coming into the Federal Government by $500 million. Is that 
correct ? 

Mr. Forsom. That tax is designed to finance the old-age insurance 
system, and we want to consider it purely on the merits of the old-age 
insurance system. 

Mr. Stupson. I am looking at the end results from the standpoint 
of the Treasury’s position. You are then getting $800 million in ex- 
cess profits and giving up $500 million in OAST income, is that cor- 
rect? So far as the cash position of the Treasury is concerned, that 
is right? 

Mr. Fotsom. But so far as the debt—— 

Mr. Srupson. I am talking about the cash. 

Mr. Fotsom. That is right. 

Mr. Stmpson. I am talking at the moment about the cash position. 

Mr. Forsom. Yes, that is correct. 

Mr. Srvpson. Do you propose to sell bonds to raise $500 million 
out of OAST funds 

Mr. Forsom. No. If we need the money, and of course we will, 
we will just sell bonds to the general public. If the money came 
into the social-security system, we would sell the bonds to the social- 
security fund. 

Mr. Srvpson. I thought you said selling bonds was inflationary 
and you did not want to do it. 

Mr. Foutsom. We don’t want to do it. 

Mr. Srvrson. I understood it was a part of the program to sell 
$500 million in bonds to the OAST fund, and that the proceeds would 
be used to reestablish the Government’s cash position. 

Mr. Fotsom. That is one of the positions that those of us who favor 
& pay-as-you-go system feel. We do not feel that this fund should be 
used to finance the general purpose of Government beyond absolute 
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necessity. We do not want to raise money for social-security pur- 
poses and use it beyond the point necessary. 

Mr. Stupson. Do you mean, then, that if you did sell the $500 mil- 
lion in bonds, that $500 million would be used only for social security ? 
Do you mean that ? 

Mr. Forsom. No. I say we do not want to build up taxes, increase 
taxes, on social security, unless it is necessary for the social-security 
system. 

Mr. Stmpson. And yet, if I understand you correctly, you will sell 
bonds, conceivably, out of the OASI, and use that for the general—— 

Mr. Forsom. No, that is not what I said. 

Mr. Stmpson. I want you to make it clear because I am confused. 

Mr. Fousom. I was saying if the money comes in, if you increase 
the social-security taxes and the mone y comes in, then we will take 
the money and issue bonds to the social-security system for that. 
Now, if the tax is not increased and we need the money, we will 
simply sell that many more bonds to the general public. So the 
amount of debt outstanding would be the same, but our cash position 
would be affected. 

Mr. Suveson. Then am I correct in this, that considering the OASI 
change, and the excess-profits tax, the net to the Treasury, by way of 
increase, is roughly $300 million instead of $800 million ? 

Mr. Fotsom. As far as the cash position for the fiscal year is con- 
cerned. 

Mr. Srwpson. That is what I am talking about. Then when we 
say that this excess-profits tax is going to improve our cash position 
to the extent of $800 million, we are wrong. 

Mr. Forsom. Of course you get mixed up between your cash budget 
and your administrative budget, you see. You have to realize that. 

Mr. Srearson. Wait a minute, Iam sorry. I did not hear you. 

Mr. Forsom. I say you have to make a distinction between the cash 
budget and the administrative budget. We are talking all the time 
here about the administrative budget. And in that you have an $800 
million loss in the administrative budget if the excess-profits tax is 
not extended. If it is not extended we would lose $800 million both 
on the cash and administrative basis. 

Mr. Srmpson. Well, I will be quite simple in my question, and you 
tell me if I am wrong. From the standpoint of the $800 million you 
would hope to get from excess profits, would that improve our position 
by $800 million ? 

"Mr. Fortsom. Yes, both cash and administrative. 

Mr. Simpson. Then where would we lose the $500 million ? 

Mr. Fou SOM, We we nurle | lose it in the cash budget. There is simply 
a question of prince iple of whether we want the social-see urity system, 
considering the social-security system by itself, whether it is sound to 
have that tax increase go up. 

Mr. Srmmpson. Are you saying now that you do not want to use 
money that comes in under social security in the general account at all ? 

Mr. Fotsom. Not at all. I am not saying that. I am simply com 
menting on whether we want to continue to increase the social-security 
taxes at this time or not. This is a matter on which we have not taken 
a position. We are simply saying hold it off until the committee has 
studied and made your recommendations. It is right in line with the 
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312 EXCESS PROFITS TAX EXTENSION 


policy that your committee has adopted many times in the past. When 

the original rate was 1 percent and the schedule would go up 1144 

percent in 3 years, year after year, you kept postponing it. 

Mr. Kean. | think there is a mixup on the question of wording. 
As to the President’s tax recommendations, in the President’s message 
he said this would involve an increase in the cash deficit by $500 million. 
That is not true. The President made a mistake in his wording. It 
would reduce your tax receipts, but after this money comes into the 
Treasury it gets invested in bonds. The only difference that this would 
make, if you have a deficit, which you will have, is that you will have 
to borrow $500 million more from the banks instead of having to 
borrow $500 million more from the OASI. 

Mr. Foitsom. That is correct. 

Mr. Kean. It is not in any way increasing the cash deficit, and that 
talk about 800 million minus 500 million is not true. The only possible 
time it would change your cash position is in the turnover while the 
money is fora short time in the Treasury before it goes into the OAST 
bonds. 

Mr. Fotsom. That is correct. 

The Cuarrman. Mr. Mills will inquire. 

Mr. Mis. Mr. Folsom, I want you to fully understand that I share 
the very same high opinion of you, having been acquainted, of course, 
with you for a long time, which Mr. Cooper expressed a few minutes 
ago. I have been disturbed, however, over the reports that have been 
circulating recently and have been coming to the attention of the mem- 
bers of the committee about efforts made here with somebody to change 
their opinion regarding their own plight under the existing tax law, 
reports that I have endeavored to find whether they were true or untrue 
but on which I have not yet received the answer. 

A day or so ago a member of the National Association of Manufac- 
turers lost a letter that had been addressed to him, and through my 
good fortune and luck, I guess, I found the letter. In the first of four 
important enumerated paragraphs, apparently, the writer, who is 
the vice president in eharge of the Government relations division of 
the National Association of Manufacturers, referred to somebody’s 
action in these words: 

The administration has urged this association, along with a number of other 
organizations, to either remain neutral or support the extension of the excess- 
protits tax to December 31 as recommended by President Kisenhower. 

At the time I made the statement I did not know that you would 
be the one that the Treasury Department would send up to answer 
as to whether or not anyone had been trying to pressure or urge any 
group into taking any pe On the basis of what you say, how- 
ever, here today I am led to the conclusion that you could = have 
been the individual referred to within the administration because you 
did not in your own words urge any member of the National Associa- 
tion of Manufacturers to take any position one way or the other. That 
is what you said so far. 

Mr. Forsom. I stated that I talked with Mr. Maytag, the chairman 
of the tax committee, and asked him if they would review the whole 
position in view of the additional facts that the President had 
presented. 
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Mr. Mitrs. What I am trying to ascertain just as quickly as we 
can—we have to go to the floor, as you know—is: Did you in your 
conversations consider that you were urging anybody to take any 
position ¢ 

Mr. Forsom. No. 

Mr. Mirus. So you would not be the one they are talking about here ? 

Mr. Fotsom. I did not talk with Mr. Ch: amblin. I ts alked with Mr. 
Maytag. I do not know what Mr. Maytag told Mr. Chamblin, but 
what 1 told Mr. Maytag would not justify the statement. 

Mr. Mus. In other words, as far as your own action is concerned, 
that is an overstatement? You are not saying here that you are the 
only one who m: ly have talked to the offic inls of the National Associa- 
tion of Manufacturers ? 

Mr. Fousom. Mr. Humphrey, the Secretary, indicated the people 
he spoke to. 

Mr. Mitts. I know he did, but were there others ? 

Mr. Fotsom. No others, so far as I know. 

Mr. Mitts. This then is a careless use of the word “urge” in your 
opinion ¢ 

Mr. Fotsom. The implication is different. 

Mr. Mitzs. Did you reach the conclusion that as a result of your 
calls to these individuals and the statements made by them to other 
members of their organizations, they may have had concern over a 
future attitude toward them by the Treasury if they took certain 
action ¢ 

Mr. Fotsom. None whatsoever. As a matter of fact, my impression 
after talking to the chairmen of both the NAM and the United States 

Chamber was that their action was already set. 

Since I had been a director of the United States Chamber, I knew 
how they worked. The officers have little power beyond the power 
of the board. The board of the United States Chamber had taken 
a strong position only a moment or so before, and the tax committee 
reaffirmed that position after the President’s message, so I realized 
then that there was no change to make because they were all set on 
the thing. In fact, in talking with the chairman of the NAM com 
mittee, he told me the same thing that I indicated, that they had 
already taken a position a short time before and, therefore, it was 
out of the question to change it. 

Mr. Mixxs. I am sure you have not conducted yourself in such a man- 
ner as to cause anybody in the business world to feel that if they did 
not take a certain position with regard to this legislation you or your 
Department might look with disfavor upon them for something they 
might want you to do later on? You have not done that ! 

Mr. Fotsom. None at all. 

Mr. Mirus. And, of course, you would not do that. As far as I am 
concerned, Mr. Folsom, I would say, on the basis of the information 
you have given the committee here this morning then, that you could 
not have been the one at least referred to in this letter because you 

say positive ‘ly that you have not urged any official of the National Asso- 
ciation of Manufacturers to take any position. I am perfectly willing 
to accept your werd on that. 

Mr. Kran. Would it have been wrong for him to urge the manufac- 
turers’ position The only thing wrong would be if ‘the »y asked him 
to take a position with re ference ‘to coming before this committee. 
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Mr. Mitus. That is the point. 

Mr. Fousom. There is no question that I expressed a hope that they 
might be able to reconsider their position. I have said that quite 
clearly. 

Mr. Mints. The thing is though, Mr. Folsom, as to the organizations 
involved, the two that you did discuss the matter with have decided 
to stand fast on their original position ? 

Mr. Fotsom. And, of course, both the chairmen indicated to me they 
felt strongly that would be the position that the organizations would 
take. 

Mr. Mitts. I had some other questions, Mr. Chairman, but the bells 
are ringing and some of the members of the committee may well want 
to ask some questions, 

However, I wanted to talk to Mr. Folsom just a minute about 
whether or not we are justified in reaching the conclusion that you in 
the Treasury are looking more to the end result than to anything else 
in this issue before the committee, namely, the $800 million in revenue 
which is involved for the next 6 months. 

Mr. Fotsom. Well, of course, the $800 million is just part of the total 
program. We feel that if you reduce the tax on one group, say, these 
relatively few corporations involved in this excess-profits things, and 
the other taxpayers also have some complaints, you would not be fair 
to the other taxpayers. 

Mr. Miutis. Would the Treausry be just as well satisfied if the com- 
mittee should decide that the Treasury is right in urging that the 
revenues not be permitted to decrease, but, rather , that this “high level 
of return from the Treasury should be maintained, even if the com- 
mittee decided to do it in another manner? 

That is my point. 

Would the Treasury be satisfied, just so long as prospective losses of 
revenue are not permitted to occur by this committee ? 

Mr. Fotsom. We would not be satisfied because we would not think 
it was fair to ali the taxpayers to shift, for instance, from this tax to 
a 5-point increase in a normal corporation rate. 

Mr. Miris. I did not mention that the kind of tax 

Mr. Foutsom. Well, take each one. We do not think that would be 
fair. We do not think it would be fair to add it on to an individual 
tax. Wedo not think it would be fair to add it on to excise tax. 

Mr. Miuis. The only thing that would be fair would be to continue 
this tax you feel ? 

Mr. Fotsom. Let it ride. 

Mr. Mitts. I cannot refrain from going just a bit further then. Let 
me ask you about the “Tax and Expenditure Policy for 1953” state- 
ment of the CED. 

Were you the head of the CED at the time this position was taken ? 

Mr. Fotsom. What is it? 

Mr. Mitts. It is a statement on national policy by the research and 
policy committee of the Committee for Economic Development and 
across the top is the wording “Tax and Expenditure Policy for 1953.” 

Mr. Fotsom. No, I had no connection with it. I resigned from the 
board of the CED in December 1952, and I have had no connection 
with the organization since that time. 


Mr. Minis. When was this policy for 1953 developed ? 
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Mr. Fousom. I think it has just been issued, has it not? There is 
a date on it. 

Mr. Miutzs. I have not been able to find the date. That is the reason 
I was asking you. 

Mr. Fotsom. I think that was issued in April of this year. 

Mr. Mus. I notice here on a rough draft that it is dated April 1953. 

Mr. Fotsom. So I had nothing whatsoever to do with that. 

Mr. Mitts. You did not have anything to do with it. They have 
set forth some language here that I think is pretty good: 

CED has repeatedly indicated its belief that the present tax structure is 
dangerous to the economic program. 

You agree with that, do you not ¢ 

Mr. Fotsom. Yes. 

Mr. Mitts (reading) : 

We particularly emphasize the high rates of personal income taxation and the 
combined rates produced by the corporate income tax and excess-profits tax. 
High personal income taxes and high corporate taxes, including excess-profits 
tax, are particularly harmful to the dynamic qualities in the economy. 

That isa true statement. 

Mr. Fotsom. Yes, sir. 

Mr. Minis (reading) : 

The excess-profits tax is a tax on growth, on efficiency, on initiative, on risk 
taking, on new enterprise and small business. It does not, and could not, do 
what its proponents claimed for it—identify and tax those particular profits due 
to the defense program. 


Do you agree with that ? 

Mr. Fotsom. Yes, sir. 

Mr. Mrits (reading) : 

The excess-profits tax encourages debit financing and discourages equity 
financing. It encourages wasteful and inflationary business policies. It dis- 
criminates without reason or equity among shareholders in different corporations 
and between shareholders and other income recipients. It is both difficult to 
comply with and to administer. 

You agree with all that ? 

Mr. Fotsom. Yes, I do. 

Mr. Miiis. Mr. Folsom, the witness to follow you on the calendar 
here, 1 know, is from the tax section committee of the American Bar 
Association. I do not have in my mind what the gentleman will say, 
but I do know that the American Bar Association has thought that 
there should be a provision in the excess-profits tax which will permit 
of the curing of some of these very apparent inequities, which you and 
I know exist and which the CED has referred to here. If such ap 
proval is made here to provide for something along the lines, say, of 
section 722 of the World War II tax, brought up to date, modernized 
and improved, so that these inequities can be corrected by your Depart- 
ment, when you become aware of them and when they are presented to 
you, even though there would be no effect felt by your budget for this 
year or next year, say, or at least most of next year, would you still feel 
that the committee would not be justified in giving consideration to 
such a provision ¢ 

Mr. Fotsom. Yes. We feel, I think, as the Secretary indicated very 
clearly and at length, so I will not have to repeat his position on it, 
it would not be wise to make amendments. Once opened up to amend- 
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ments there would be all sorts of amendments, some retroactive and 
otherwise, and the revenue loss would be such that you might lose as 
much as you gained. 

Mr. Mitis. You mean to say then that if the committee proceeds to 
take care of these inequities by providing amendments to the law, the 
loss in revenue might be as much as the returns ? 

Mr. Fousom. There is a possibility if you go back. 

Mr. Mitus. You are making this law appear now to be far more 
inequitable than it would seem to be. 

Mr. Fotsom. We are not saying we have a good law. We all admit 
that itis bad. It would be very difficult to patch it up for a question of 
a few months. 

Mr. Miis. What I am talking about is giving you the discretion to 
decide whether there are inequities or not or whether this base is satis- 
factor y now. 

If your Department is afraid of such a responsibility or such an 
umendment, giving it such discretion because you may lose as much 
revenue as you may gain through the passage of the legislation, then, 
Mr. Folsom, I very sincerely believe that your group should be putting 
up a flag of caution to us, because you may well do this economy more 
harm in the long run, if it is as bad as it has been pictured to us and 
as bad as CED says it is. 

Mr. Forsom. There is no question about the harm in the long run if 
you had it extended beyond any period of a few months. I might call 
your attention to the fact as you will find out later, I think—I think 
someone is to testify for CED—in spite of these inequities the CED 
in April recommended that it be extended in case you could not balance 
the budget. That same statement, I think, reaches that conclusion. 

Mr. Mixis. We know some of the groups have changed their posi- 
tion; that is true. We are all interested in your having every oppor- 
tunity possible to balance your budget. I do not want us, however, to 
decide tax programs exclusively on the basis of our fiscal situation. Do 
not misunderstand me. You must have an overall tax program to equal 
your situation. I am referring to retaining something which is now 
the law just because of a fiscal situation. 

Mr. Fotsom. No, but as the Secret ary pointed out though, already 
any number of inequities exist in this system, the one Mr. Curtis was 
referring to in his questioning the other day, for ee and if we 
start trying to remove all of those inequities this year, we will run 
into very heav y loss of revenue and if you remove one w “ithout remov- 
ing the other, you are not fair to the other taxpayers. 

Could you not live with it a few months longer? We have gotten 
along with it. We had bad results on our hands. Corporate profits 
are still quite high and we ask you to let it live for a few months more 
and within the year we will get rid of it and many of the other 
inequities, too, we hope. 

Mr. Murts. I offered you two propositions and neither one of them 
seemed to be acceptable. I do not mean that I am trading with you 
because I am just one member of the committee. I offered you one 
proopsition to see whether it would be acceptable, namely, if this 
committee sees that the Treasurye is in as good shape financially as it 
would otherwise be, by providing something i in lieu of this tax, would 
you be satisfied and you said, no. 
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Mr. Fotsom. It depends on what it is. We have not been able to 
think of a scheme which we think would be fair to all the taxpayers. 
Maybe you can think of some scheme that would be fair to all the 
taxpayers. We certainly would be tickled to death to hear about it. 

Mr. Mitts. Maybe we could. If it were fair to all taxpayers, you 
would go along with it? 

Mr. Fotsom. Surely; we would be glad to. 

Mr. Mixtus. I suggested one alternative to an extension. Then I 
was trying to go along with you on an extension for 6 months of the 
excess-profits tax, but doing it more on the basis of the tax itself and 
its merits and demerits. 1 was suggesting that if the American Bar 
Association or someone else does come to us with something that is 
feasible and which appeals to the members of this committee that 
gives somebody in the Treasury the authority to make determinations, 
as to who is entitled to relief, this might be another alternative. You 
say that you would not want that done because it might result in a 
greater loss of revenue than you would vain. 

Mr. Forsom. I do not think you want to put us in this position. 

Mr. Mixis. That means then that you do not want us to put the 
responsibilit 1 ty over to you becanse you folks are too kindhearted. 
You are going to go along and at the same time you do not want us 
to be kindhearted enough to recognize the inequities that may exist 
and try to do something about them. I do not think you mean that. 

Mr. Forsom. No, but if you attempt to remove the inequities, 
especially if you have to go back on a retroactive basis, you can easily 
see where the loss of revenue would be. 

Mr. Mits. If we put such provision in the law you are going to 
recognize that these inequities as between these businesses affected by 
the excess profits tax are such that you can reach no other conclusion 
than that you will have to equalize them and in equalizing them you 
are going to give somebody a little bit better tax break than he has 
today. 

Mr. Fotsom. Of course, and also it is a very complicated adminis- 
trative procedure as we found out before. If you were going to live 
with this thing for any length of time, of course you ought to have 
an amendment, but we are talking here about a period of a few months. 

Mr. Mitts. The thing that worries me most about it, Mr. Folsom, 
is that you submit a proposition on the basis of the argument that the 
end justifies the means—and that is the argument as I get it—by 

requesting us to extend this tax because of the budgetary situation. 
Therefore, regardless of how bad the tax is you say we have to extend 
it. If your budget situation is no better the first of the year than it 
is now you may come here not necessarily on the excess-profits tax 
again but, out of desperation and the desire to have more money, sug: 
gesting something to us then that would be to me just as inequitable a 
the present operation of the excess-profits-tax law. I do not mean 
that I do not have confidence in your judgment. I do. I know you 
are a sincere individual and I have a very high regard for you, but let 
us look at this thing, if we can, in an atmosphere of due deliberation, 
thinking of it as much as possible on the basis of its merits and de- 
merits. Give us some freedom of action if you can in attempting to 
work out some inequities if we know inequities exist. 

Mr. Fotsom. Of course, if we had time to sit down now and try to 
remove a number of these inequities, not only in this excess-profits tax, 
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but the excise tax and a few others, it would be a little different story. 

However, we do not have the time and it is a long, tedious job, and 
we are going to work like the deuce, along with the staff of your com- 
mittee, to see if we cannot suggest ways to eliminate the inequities in 
many of these systems by the end of the year. 

Mr. Mirus. Just one thing further. I underst: and that already some 
2,600 corporations which are members of the National Association of 
Manufacturers are affected by excess-profits tax. 

Did I understand you to say that you talked to people within the 
National Association of Manufacturers and the chamber of com- 
merce, seeking views from them, in determining whether or not you 
would suggest to the President a continuation of the excess- profits 
tax? 

Mr. Fortsom. No. In our conversations which we had with these 
committees or these various organizations that came in we were talk- 
ing about this general revision mainly that we started to work on, 
what gripes they had with the present system, and what changes they 
had to suggest and everything. 

We also talked with them about the immediate problem we are up 
against, although we could not give them at that time any facts as to 
what Pie budget situation was going to be. We did get opinions from 
all of those people that they were against the excess-profits tax in 
prince dike 

Mr. Mitxs. Do not misunderstand me. I think it is your responsi- 
bility to find from businesses what kind of a program would be the 
least oppressive. 

Mr. Fortsom. That is our main objective, of course, in all our work. 

Mr. Mirus. Certainly, and I am not criticizing you for that, but I 
was trying to ascertain why they were the only two organizations 
with whom you discussed the matter. 

Mr. Fousom. Not at all. I gave the details about that because those 
are the organizations about which the stories have been going around. 
I talked with the bar-association group, the CED committee, and the 

susiness Advisory Committee for the Department of Commerce. 

Mr. Mus. How about the American Bankers Association? They 
were very desirous last year of an amendment to the excess-profits 
tax. 

Mr. Forsom. Yes, and several of the law groups and accounting 
groups. I think we met with probably 20 or 25 different groups. — 

Mr. Mitzs. Did you meet with some of the small-business groups? 
Did you have them in? 

Mr. Forsom. A number of people we met with are from small busi- 
ness. I do not specifically remember any particular small group, but 
we are glad to hear from any of them, though. 

Many of these groups have asked to come in. We let the word be 
known we would be glad to talk with any group who was interested 
in coming. 

Mr. Mitus. The reason I asked the question is: I had a letter from 

National Federation of Independent Business. It is written by 
one of the officers of the association and in one paragraph this state- 
ment is made, and it caused me to wonder just how many people had 
been contacted about this: 


We wonder why the Treasury Department did not go further and make the 
same query of a few competent, sincere interested business leaders who may 
have been able to advise them from the grassroots of the overall thinking for 
the best interests of all within our committee. 
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This organization apparently had not been consulted about the ex- 
cess-profits tax extension and they appear to be opposed to an exten- 
sion. 

Mr. Forsom. As far as that extension of the excess-profits tax is 
concerned, there was no use of talking to any of them because we 
know they are all against it in principle, but we were interested pri 
marily in the revision study. We did not have to go very far to find 
out the sentiment of business on that, that in principle they were 
against it. 

Mr. Muus. Thank you very much. 

Mr. Fousom. I might say that we have talked to a number of in 
dividual small-business people. 

Mr. Mis. That is my point. 

Mr. Foutsom. Oh, we have talked with any number of them. We 
certainly agree that we want to make it broad. For instance, we ex- 
pect to talk to the labor people. As a matter of fact, only this week 
I had an hour’s talk with one of the economists of one of the large 
labor organizations. 

We expect to talk with the farm groups and anybody who has any 
suggestion. 

Mr. Minis. However, there are some 50,000 or more of these cor po- 
rations that are subject to the excess-profits tax and I wondered if 
you had sampled enough thinking to know pretty well how the ma- 
jority of these companies felt. 

Mr. Forsom. The only thing is, we thought in light of the situa 
tion that the President outlined, that many of those people—and I 
think many of them will and we have indications quite a few people 
will—will be willing to go along with this thing for a few months 
longer if it is going to help this whole program. 

Mr. Minzs. You think then, to sum it up, that the committee would 
be justified in extending the excess profits tax for 6 months and that 
the committee could be safe or secure in the thought that it could do 
so without doing any harm in the process to our economy generally or 
without doing irreparable damage to any businesses involved ¢ 

Mr. Fotsom. I would say less harm than if we do not do the other 
thing. 

Mr. Mitts. We may do some harm, you say, to our economy this 
way ¢ 

Mr. Fotsom. I say that by extending it, of course, you are volng to 
do some harm. 

Mr. Mis. To the economy? 

Mr. Fotsom. Yes; but we think that you will do more harm if you 
get a further unbalance of the budget. 

Mr. Mints. Maybe I am in complete accord with your thinking 
about the unbalanced budget, but is there not some way we can ac- 
complish both objectives without doing the harm to the economy we 
may do by an extension ? 

Is there not some way we can accomplish this objective without 
doing irreparable injury to some of these 50,000 corporations? 

Mr. Fotsom. I would not say you were going to do irreparable 
injury. I would not go that far. 

Mr. Mitts. You do not think any of them would be in that cate 
gory ¢ 
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Mr. Fousom. They might be. I would not want to make a broad 
statement like that, but I do not see how extension for a few months 
would have such a drastic effect as that. 

Mr. Mixzs. You have had access, though, to returns from the cor- 
porations that pay this excess-profits tax. You are in a position to 
look at those returns. 

Mr. Forsom. We gave you complete information on the latest re- 
turns we had on that. 

Mr. Mixis. You are in a position to see those. You could tell from 
those whether or not any of them are going to be irreperably damaged. 

Mr. Fotsom. I would not want to state that none of them are going 
to be hurt. Some of them might have to go out of business. 

Mr. Miiis. As a result of this tax? 

Mr. Forsom. You are talking about companies here who on the 
whole are profitable companies, because otherwise they would not be 
in this bracket. 

Mr. Mitxs. Here you are talking about the companies, Mr. Folsom, 
that are making more profit than they made on the average in the 

best years, 1946 to 1949. That is the corporation, then, that has 
grown since 1946 or 1949, the one that is affording more job oppor- 
tunities; is that not true? 

Mr. Forsom. It might or might not be. They are reporting more 
than they did at that time. You could ae to the other companies 
that might not be in the excess-profits bracket at all that might be 
affording a greater opportunity for work. 

Mr. Miits. As to the corpors ations that make more money than 
they did in that base period, those are what we might say are expand- 
ing or growing businesses. They are the ones that the future of the 
United States may well need to be expanded and we may well need 
them to be twice as large so that the opportunities of employment 
may be greater, 

We do not want to do anything during this period to prevent those 
businesses from accomplishing the need that the country as a whole 
may have for them. Are you certain that through this extension we 
will not prevent them from doing that? 

Mr. Forsom. We think, as I said before, that the gamble is much 
less in that direction than it would be the other way. 

Mr. Mrirs. However, it is a calculated risk to do this? 

Mr. Forsom. I do not think it is much of a risk myself. 

Mr. Mitts. There is no risk involved in it? 

Mr. Fousom. I would not say no risk; I would say very little risk. 

Mr. Mitts. If we do it, it is a calculated risk ? 

Mr. Fotsom. Yes. We are saying that the reduction in the in- 
dividual income tax we think is a calculated risk. 

Mr. Mitts. That is the one thing I cannot get in my mind. You 
either have to do this or have an unbalanced budget. I do not agree 
that you cannot have a balanced budget and not have this particular 
type of tax. I do agree with you that you may well not have a bal- 
anced budget if we permit your revenues to be reduced. 

Mr. Forsom. I am just saying we in the Treasury looked very, very 
carefully into alternate sources for the next 6 months. We just could 
not find any plan which we think would be as good as the proposal 
we recommend. Of course, we are putting that up as a whole pack- 

age and not just this one item, 
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Mr. Mitts. That is all. 

The Cuarrman. I will ask just one question for information here. 

Mr. Folsom, are you a member of the Committee on Economic 
Development ? 

Mr. Forsom. I was. Iam no longer. I resigned in December last 
year. 

The Cuatrman. Have you kept in touch with their work? 

Mr. Forsom. I have seen their report issued since that time, but I 
know a number of the people very closely. Their tax committee has 
been in to see us, among other tax committees. 

The Cuatrman. Are they advocates of the national sales tax? 

Mr. Forsom. They are not advocating a national sales tax now. A 
representative of their committee is going to appear before you today, 
I think. As far as I know, they are not now advocating a national 
sales tax. 

The Cuarrman. They have just been studying the possibilities? 

Mr. Forsom. You mean talking about their committee, or what? 

The Cuarrman. Their group. 

Mr. Fotsom. I do not think they are now advocating that, but you 
would have to ask Mr. Thomson. I think he is to appear today. 

The Cuarrman. Mr. Knox will inquire. 

Mr. Kwox. Mr. Folsom, has the Secretary of the Treasury a na- 
tional citizens advisory committee ? 

Mr. Fortsom. No; we have one advisory committee in connection 
with debt management. We have no formal advisory committee on 
tax matters, although we have been meeting with a number of groups 
and we hve been setting up some informal committees to discuss par- 
ticular questions and problems, but we have no general national ad- 
visory committee. 

Mr. Knox. You say you have not and you say that you have some 
nucleus of an organization in an advisory capacity, as 1 would under- 
stand your answer; is that right ? 

Mr. Fotsom. Yes; informal groups that we call together from time 
to time when we are considering some particular problem. As an 
illustration, we are going into this whole question of the fringe bene- 
fits. We are asking a few people who are expert in that field to come 
down and meet with us from time to time. 

Mr. Knox. Would it be possible that the so-called committee may 
have contacted the National Manufacturers Association ? 

Mr. Forsom. No. I do not know what they have done. Those are 
committees of experts that we bring together to talk some particular 
problem over, and I do not see why any of those people would take it 
upon themselves to talk to the NAM. 

Mr. Knox. You now speak of experts. What I had reference to 
was people from the normal field of activities throughout our Nation 
that had their fingers quite well on the pulse of everything that was 
going on. It seems rather queer that the Treasury Department or 
any other Cabinet office would not have some particular contact with 
a group of citizens throughout the State that were keeping them in- 
formed. Is that not possible? 

Mr. Forsom. I thought I made it quite clear that we have been 
discussing tax policies with many, many people since we have been 
down here, with every group we know who have been studying this 
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subject; not all we know, but all those we think could be a big help 
to us. We indicated we like to have them come down. We have 
covered many of them and expect to cover more as we go along. We 
just have not had time to talk to all of them. We are in very close 
touch with the feeling. There are certain organizations in this country 
who have been studying tax revision for many years. We know who 
they are. We have been in touch with practically all of those organi- 
zations. I could give you a long list of them if you w: anted them. 

Mr. Knox. Then the Treasury does not employ an advisory staff 
outside of the normal operations such as yours and other assistants? 

Mr. Forsom. No. Of course, we have a staff under the leadership 
of Dr. Smith here, in charge of our tax analysis group, and their job 
is to study the whole tax situation and come up with recommendations 
about changes and they are the ones that are conducting now these 
investigations and consulting various groups in the country. We ex- 
pect to consult many more groups before we are through. So we 
certainly have contact with many of the groups in the country who 
have been studying tax revision. 

Mr. Knox, Approximately how many would you have on the reg- 
ular staff in an investigatory capacity ? 

Mr. Forsom. I do not know what you mean by investigatory 
capacity. You mean full time members of the staff? 

Mr. Knox. That is right. That is their purpose, is it not, to keep 
you informed ¢ 

Mr. Fotsom. This tax analysis staff are members in the Treasury 
Department whose job it is to study the tax problems relating to tax 
polic ies and make recommendations and to do many other jobs. We 
have many bills submitted to us from you people asking for com- 
ments and we have a staff that handles that. 

Mr. Knox. You do not care to quote a number? 

Mr. Forsom. About 30 on that. There are about 30 professional 
people on the staff. 

Mr. Knox. That is all, Mr. Chairman. 

The CHarrman. Mr: gore arter will inquire. 

Mr. Enernarter. Mr. Folsom, the question arises in my mind al- 
ways whether or not you are putting too high a value on the necessity 
of balancing the budget immediately; in other words, for this $800 
million, which is only about one-eighth of what the deficit is going 
to be anyhow, that you are sacrificing the principle of fair taxation 
and equitable taxation. It seems to me that is a pretty high principle 
to cast aside in order to get the benefit of this $800 million to help 
toward balancing the budget. Is that the choice? 

Mr. Fotsom. No. The $800 million we do not think you consider 
by itself. 

Mr. Esernarter. That is all we are considering. 

Mr. Forsom. However, I say you cannot just pick that out by itself. 
We say that if you give relief to this group of companies, then you 
omit many other inequities also in the tax system which you should 
take care of, and that would, of course involve a much greater revenue 
than the $800 million. Even though the $800 million is a very im- 
portant item, we are not balancing the budget and we are not a long 
way even with this tax problem. 

The greatest thing here is that we are still going to have a sizable 
tax deficit. 
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Mr. Eseruarrer. This committee has also tried and it has always 
been its objective throughout all the years to have as equitable a sys- 
tem as we could, and here if we pass this excess profits tax extension 
we are confessing that expediency will overcome the principles which 
we have always been working on. 

Mr. Fousom. The only thing I can say is, as I said before, we feel 
that the overriding objective is sound, to try to get a sound dollar. 

Mr. Erernarrer. It seems to me you are putting too high a price 
on it. 

Mr. Fortsom. That is just a difference of opinion then. 

Mr. Exeruarrer. I have just been informed in response to some of 
my questions that of the 50,000 corporations that are paying an excess- 
profi ts tax, 81 percent have profits of less than $250,000 a year. 

Mr. Forsom. Of course, the amount that they pay is a much smaller 
percentage. 

Mr. Evernarrer. My point there is, Mr. Folsom, if I did not put 
the question properly, that most of the smaller-income corporations 
are paying an excess-profits tax. 

Mr. Fotsom. In number of corporations, but not in the matter of 
taxes collected. 

Mr. Eseruarter. I am not referring to that; 81 percent of the firms 
that you collect excess-profits taxes from have incomes below $250,000 
a year. 

Mr. Forsom. And they pay only 11 percent of the total excess- 
profits tax collected. 

Mr. Enernarrer. It hits them, perhaps, more in the sensory nerves 
than it does big business ? 

Mr. Fotsom. Of course, also you must realize too that these people 
are being hit pretty heavily by this 52-percent normal rate. 

Mr. Exernarrer. Of course, you know there has been quite a de- 
mand for relief and retroactive relief from some of these inequits able 
taxes which you admit are inequitable. Do you not think that demand 
for retroactive relief will get stronger if we continue this tax for 
6 more months and we finally will be faced with a proposition of giv- 
ing retroactive relief which we may find hard to resist ? 

Mr. Forsom. Not if your law is off the books in 6 months’ time. I 
do not see how it would be. 

Mr. Evernarrer. I think that the 6 months’ extension may increase 
the demand and in a few years, maybe 3 or 4 or 5 years from now, 
the loss to the Treasury may be tremendous. 

Mr. Foutsom. Of course we do not anticipate your making it retro- 
active after the law is off the books. 

Mr. pert arrer. You would not want to say now whether you in 
the future will oppose any retroactive relief to these concerns that 
have paid an unconscionable amount of taxes? 

Mr. Fotsom. I think we would say now we would be op] osed to 
retroactive amendments now. 

Mr. Eneruarrer. You will be in the future too? 

Mr. Forsom. We certainly would be, I think. I think we would be. 
If we extend the tax, we would say take it off the books in 6 months 
and it is dead and gone. 

Mr. Esernarter. You would make these unconscionable taxes that 
you are collecting now a matter of permanency? In other words, you 








324 EXCESS PROFITS TAX EXTENSION 


would make permanent whatever they have paid up to now and what- 
ever would be paid the next 6 months, and you admit that some of 
them are inequities perhaps, so that they could never recover the 
amount of the unfair burden that they shared ? 

Mr. Fotsom. That is the tax law as it stands now and we have lived 
with it all this time and we say live with it 6 months longer and let 
it go. 

Mr. Eneruarrer. Thank you, Mr. Folsom. 

The Cuamman. Mr. Curtis, do you wish to inquire? 

Mr. Curtis (Nebraska). I do not feel that you have the time here 
wr that this is the proper forum to discuss all the various issues of 
social security, but since the issue has been raised, there are two ques- 
tions I want to ask. 

You referred to the group of consultants to the Secretary of the 
Department, of Health, Education, and Welfare that have been con- 
sidering social security and you made reference to the subcommittee 
of this committee that is studying social security. Did either of those 
groups take action recommending or expressing an opinion in favor 
of freezing the social security tax such as recommended in the message ? 

Mr. Foisom. No; we did not consult those committees directly. 

Mr. Curtis (Nebraska). Did either of them recommend it? 

Mr. Fousom. No. Individually we talked with some of them, but 
not asa group. Neither one recommended them or took any action 
at all. We did not consult them as a group. 

Mr. Curtis (Nebraska). In other words, it was not done upon the 
recommendation of either of those groups ! 

Mr. Fotsom. That is right. 

Mr. Curtis (Nebraska). Neitherwas it done after consultation with 
either of those groups? 

Mr. Fousom. That is right. 

Mr. Curtis (Nebraska). That is all. 

The Cuarrman. We thank vou for your apeparance and the appear- 
ance of your associates, Mr. Folsom. 

The committee will stand adjourned until 1 o’clock. 

(Whereupon, the committee recessed at 12 noon, Friday, June 5, 
1953, until 1 p. m., Friday, June 5, 1953.) 


AFTERNOON SESSION 


The Cuamman. The committee will come to order. 

The next witness we are very glad to hear is Lee I. Park, Esq., on 
behalf of the section on taxation, American Bar Association. 

Mr. Park, if you will give your name to the reporter, and the ca- 
a in which you appear, and the names of your associates, we will 
lear you. 


STATEMENT OF LEE I. PARK, ESQ., CHAIRMAN OF THE TAX 
SECTION, AMERICAN BAR ASSOCIATION 


Mr. Park. I am Lee I. Park. I am appearing on behalf of the 
American Bar Association as chairman of the tax section’s committee 
on excess-profits tax. My associates are Mr. H: Cecil Kilpatrick, of the 
American Bar Association, and Mr. F. Cleveland Hedrick, also of the 
excess-profits-tax committee. 
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The Cuarrman. We will be very glad to hear you, sir. 

Mr. Park. The American Bar Association, I might say at the out- 
set, has taken no position on the desirability of extending the excess- 
profits tax beyond June 30, 1953. The association does believe, how- 
ever, that the existing law is vitally defective in failing to provide an 
adequate general relief provision. 

The association recommends that a new part V be added to subchap- 
ter D of chapter I of the Internal Revenue Code in order to provide 
relief in cases where abnormalities and inequities are shown to exist 
under the law as it now stands. A copy of the recommendation is at- 
tached to this statement. 

(The recommendation referred to follows :) 


RECOMMENDATION OF THE AMERICAN BAR ASSOCIATION IN RESPECT OF THE 
Excess-Prorits-Tax LAW 


Resolved, That the American Bar Association recommends to Congress that 
the excess-profits-tax provisions of the Internal Revenue Code be amended so as 
to include therein a general provision for the correction of inequities; and be it 
further 

Resolved, That the officers and council of the Section of Taxation are directed 
to present the following draft to the proper committees of Congress and to urge 
its consideration as the basic framework of such a provision: 

After part IV of subchapter D of chapter I of the Internal Revenue Code, 
insert a new part reading as follows: 


“Part V—ATERNATIVE CREDIT BASED ON CORRECTION FOR ABNORMALITIES AND 
INEQUITIES 


“Sec. 476. ALLOWANCE OF ALTERNATIVE CREDIT. 
“(a) Qualification.—If, in the case of any taxpayer— 


“(1) Such taxpayer did not commence business until after August 31, 
1945, or after such date and prior to the end of the taxable year there was a 
material change in the character of the taxpayer’s business (considering 
changes in the taxpayer’s products, services, management, operation, oper- 
ating methods, capacity, financial structure, and other characteristics) ; or 

“(2) During any portion of the period starting with the beginning of the 
base period and ending on June 30, 1950, production, output, or operation, 
or the costs, expenses, or income was adversely affected by strike, fire, storm, 
flood, drought, or other casualty (whether occurring prior to or during the 
base period), or was adversely affected by abnormal events, circumstances, 
or conditions (economic or otherwise and whether occurring prior to or 
during the base period) ; or 

“(3) The profits pattern of the taxpayer’s business or any substantial 
segment thereof, or the profits pattern of the industry in which the taxpayer's 
business or such segment, as the case may be, is included, over a period of 
time sufficiently long to be representative shows as one of its characteristics 
recurring (whether or not regularly) periods of high profits, and such periods 
are not represented, or are inadequately represented, in the period starting 
with the beginning of the base period and ending on June 30, 1950; or 

“(4) The taxpayer experienced any combination of any of the foregoing 
factors; 


and by reason thereof the taxpayer’s average base-period net income computed 
under the other provisions of this subchapter is less than the fair measure of 
normal earnings determined under subsection (b) of this section, then the 
amount determined under subsection (b) shall be used as the taxpayer's average 
base-period net income under section 435 in lieu of the average base-period net 
income otherwise determined under this subchapter, if the use of such fair 
measure of normal earnings results in a lesser tax. 

“(b) Rules for Determining Normal Earnings.—The fair measure of normal 
earnings under this part, in the case of any taxpayer, shall be whichever of the 
following amounts is the greatest: 


“(1) An average base-period net income computed under section 435 on 
the basis of the taxpayer's actual earnings, payroll, gross receipts, and net 
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the portion of the period starting with the beginning of the base 
period and ending on June 30, 1950, that is not adversely affected by any of 


sales for 


the factors described in subsection (a) (2) or (3) and reconstructed earn- 
ings, payroll, gross receipts, and net sales (reflecting correction for such 
factors) for the remainder of such period ; or 


“(2) The taxpayer's actual experience for the first taxable year that is 
not adversely affected by any of the factors described in subsection (a) (2 
or (3), or the taxpayer's actual experience for any one of the first 3 taxable 
years (chosen by the taxpayer) following the most recent change described 
in subsection (a) (1), except that the fair measure of normal earnings under 
this paragraph shall not be greater than an amount which bears the same 
ratio to the excess-profits net income for such taxable year (excluding there- 


from, in case such taxable year is a taxable year ending after June 30, 1950, 
amounts of income to the extent such amounts are abnormally high even for 
period of national emergency, and expenses allocable to the income so 


excluded) as th verage of the appropriate industry or subindustry index 
for the 3 years during the 1946—49 period during which such index was the 
highest bears to such industry index for the year during which such taxable 
year ends, or 

“(3) An average base-period net income computed under section 435 
as u 


“(A) No part of taxpayer’s business was adversely affected by any 
of the factors described in subsection (a) (2) or (8) prior to June 30, 
1950; and 

“(bB) Any commencement, or change in the character, of the business 
under subsection (a) (1) after January 1, 1946, occurred on January 1, 
1946; 


and as if during the whole of the period starting with the beginning of the base 
period and ending on June 30, 1950, the taxpuyer’s business (in the case of a 


commencement after August 51, 1945), or the portion of the taxpayer’s business 
(in other cases) affected by changes described in subsection (a) (1), as the case 
may be, had the same relative position in the industry (in respect of earnings, 


payroll, gross receipts, and net sales as that which it would have attained by 
June 30, 1950, under the circumstances assumed in subparagraphs (A) and (B), 
except that the average base period net income determined under the foregoing 
provisions of this paragraph shall be adjusted to such extent as may be necessary 
to prevent duplications in respect of capital additions and reductions and to 
prevent an excessive excess profits credit for any taxable year under this sub- 
chapter in which the operations, following a commencement or change in the 
character of the business described in subsection (a) (1) would not reasonably 
be expected to reach a normal level. 

“(c) Application for Alternative Credit.—The benefits of this section shall 
not be allowed for any taxable year under this subchapter unless the taxpayer— 


“(1) Has filed its return, and paid the tax shown thereon, without regard 
to this section ; and 

“(2) Within the period of time prescribed by section 322 and subject to 
the limitation as to the amount of credit or refund prescribed in such sec- 
tion, has made application for such benefits for such taxable year by claim 
for credit or refund filed with the Commissioner. 


“(d) Procedure in Respect of Applications.—Upon receiving an application for 
the benefits of this section, the Commissioner, if he believes it should be dis- 
allowed in whole or in part, shall prepare such exceptions thereto (each excep- 
tion to include the reason therefor) as he deems appropriate, and within one 
year after receiving the application (or within such further period as the Com- 
missioner and the taxpayer may agree upon) shall file the application and the 
Commissioner's exceptions thereto with the Excess Profits Tax Adjustment Board 
(created by section 477 and hereinafter called the Board), at the same time 
transmitting a copy of the exceptions to the taxpayer. The Board upon the 
basis of 


“(1) The taxpayer's application ; . 
(2) The Commissioner's exceptions, if any; 

“(3) Any further information and data that may be supplied by the 
taxpayer and by the Commissioner; and 

“(4) Conference with the parties or their representatives (at which at 
least one member of the Board shall be present) ; 
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shall determine whether the taxpayer qualifies for the benefits of this section, 
and if the taxpayer qualifies, shall determine the amount that in the taxpayer's 
case represents the fair measure of normal earnings under subsection (b). The 
board shall enter such determinations in its record together with the findings of 
fact upon which the determiantions are based and shall forthwith furnish copies 
thereof to the taxpayer and the Commissioner. 

“(e) Effect of Determinations.—The determination of the Board shall con- 
stitute recommendations to the Commissioner as to the disposition of the tax- 
payer's claim for refund, insofar as such claim relates to the application of this 
section, but if a petition is filed in the Tax Court pursuant to section 478, such 
determinations and the findings of fact upon which they are based shall be pre- 
sumed to be correct unless, and except to the extent that, error in such determin- 
ations or findings is alleged and established to the satisfaction of the Court by 
the party asserting such error. 

“(f) Part II and Part IV Cases.—For the purposes of this section, in the case 
of a taxpayer the average base period net income of which is computed under 
Part II or Part IV, for the period for which the income of any other person is 
included in the computation of average base period net income of the taxpayer, 
the taxpayer shall be treated as if such other person’s business were a part of the 
business of the taxpayer. 

“Sec. 477. EXceEss PROFITS TAX ADJUSTMENT BOARD. 

“(a) Creation of Board.—tThere is hereby created, as an independent agency 
in the executive branch of the Government, an Excess Profits Tax Adjustment 
Board which shall be composed of not less than five nor more than thirteen 
members appointed by the President, by and with the advice and consent of the 
Senate. The President shall, by and with the advice and consent of the Senate, 
from time to time designate the member who is to be Chairman. No member of 
the Board shall hold any other office or employment under the United States, 
and neither the Chairman nor more than one-third of the other members of the 
Board shall have held any office or employment under the United States, 
other than as members of the Board or as members of the Armed Forces, within 
2 years prior to the date of appointment. The Chairman shall receive compen- 
sation at the rate of $17,500 per annum, and the other members shall receive 
compensation at the rate of $15,000 per annum. No member shall actively en- 
gage in any business, vocation, or employment other than as a member of the 
Board. The Board shail have a seal which shall be judicially noticed. 

“(b) Places of Meetings and Quorum.—The principal office of the Board shall 
be in the District of Columbia, but it may exercise its powers at any other place. 
A majority of the membership of the Board shall constitute a quorum, and any 
power, function, or duty of the Board may be exercised or performed by a 
majority of the members present if the members present constitute at least a 
quorum. 

“(c) Personnel.—The Board is authorized to employ and fix the compensa- 
tion of such offices and employees as it deems necessary to assist in it carrying 
out its duties. 

“Sec. 478. REVIEW OF ABNORMALITIES BY THE TAX COURT. 

“(a) Petition to the Court.—If a claim for refund of tax under this sub 
chapter for any taxable year is disallowed in whole or in part by the Commis- 
sioner, and the disallowance relates to the application of section 476, relating 
to the alternative credit based on corrections for abnormalities or inequities, the 
Commissioner shall send notice of such disallowance to the taxpayer by reg 
istered mail. Such notice shall in no event be mailed prior to the entry of the 
determinations of the Excess Profits Tax Adjustment Board with respect to the 
claim. Within ninety days after such notice is mailed (not counting Saturday, 
Sunday, or a legal holiday in the District of Columbia as the ninetieth day) 
the taxpayer may file a petition with the Tax Court for a redetermination of the 
tax under this subchapter. If such petition is so filed, such notice of disallow 
ance shall be deemed ot be a notice of deficiency for all purposes relating to 
the assessment and collection of taxes or the refund or credit of overpayments. 

“(b) Deficiency Found by Tax Court in Case of Claim.—If the Tax Court finds 
that there is no overpayment of tax in respect of any taxable year in respect 
of which the Commissioner has disallowed, in whole or in part, a claim for refund 
described in subsection (a) and the Tax Court further finds that there is a 
deficiency for such year, the Tax Court shall have jurisdiction to determine 
the amount of such deficiency and such amount shall, when the decision of the 
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Tax Court becomes final, be assessed and shall be paid upon notice and demand 
from the collector. 

“(e) Finality of Determination.—lIf in the determination of the tax liability 
under this subchapter the determination of any question is necessary solely by 
reason of section 476, the determination of such question shall not be reviewed 
or redetermined by any Court or agency except the Tax Court as provided in this 
section, a Court of Appeals as provided in subchapter B of Chapter 5, or the 
Supreme Court as provided in section 1254 of title 28 of the United States Code.” 

“SEC. —. EFFECTIVE DATE, 

“Section 476 of the Internal Revenue Code shall be effective with respect to 
taxable years ending after June 30, 1950. Sections 477 and 478 of the Code 
shall take effect on the date of the enactment of this Act.” 

Be it further resolved, That in the event the Excess Profits Tax Act of 1950 
is extended beyond June 30, 1953, there be included in the law making such 
extension, a provision as follows, or its equivalent in purpose and effect: 

“Sec. —. Sections 442, 448, 444, 445, and 446 of the Internal Revenue Code 
shall not be applicable with respect to any taxable year beginning after June 
30, 1953.” 

Mr. Park. The recommendation includes a proposed draft of such 
a new part V. However, in recognition of the difficulties of writing 
a law which would provide equitable relief in all cases and in recogni- 
tion of the further fact that, as more cases come to light, better stand- 
ards can be prescribed, the draft is recommended, not as the final 
definite law, but as the basic framework of such a provision. The 
association’s draft, however, is essentially the same as H. R. 610, intro- 
duced by Mr. Simpson. 

This recommendation relates solely to the determination of the 
normal base period earnings which are to be used as a basis for com- 
puting, under presently prescribed rules, the amount to be subtracted 
from the earnings of the taxable year for the purpose of ascertaining 
that part of the earnings of the taxable year which are considered to 
be excess profits and, therefore, subject to the excess-profits-tax rates. 
There may well be other provisions which should be corrected but it 
is believed that this is the most important factor in any excess-profits- 
tax law and it is the only one with respect to which the association 
is prepared to make a specific recommendation at this time. 

The Cuarrman. Mr. Mason will inquire. 

Mr. Mason. We are to consider the extension of the excess-profits 
tax without any amendments, at the request of the President. Shall 
we consider possible amendments or amendments that should be made? 

The CuatrmMan. Well, of course, I think a great deal of the Amer- 
ican Bar Association. 

Mr. Mason. Sodo I. 

The Crarrman. I know you do. Of course they have made their 
study and they are here. I would not want to foreclose them and will 
ask Mr. Park to proceed, 

Mr. Park. I might say, Mr. Chairman, that we had some doubt 
about the matter, and the chairman of the tax section called the com- 
mittee clerk who stated he thought it was appropriate for us to present 
this statement. 

The Cuarrman. All right. You may proceed. 

Mr. Park. The present excess-profits tax, like its predecessors, rec- 
ognizes that because of the infinite variations among the businesses 
and the changes within businesses that can be devised to measure 
excess profits. Such variations are countless. 
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Because of these variations, in each excess-profits-tax law Congress 
has enacted relief provisions to prevent the tax from hi aving grossly 
discriminatory effects among taxpayers. The relief provisions that 
were included in the present law for this purpose are contained for the 
most part in sections 442 through 446 of the Internal Revenue Code. 
The association considers these defective in two vital respects: (1) 
They recognize only very limited classes of circumstances which will 
qualify the taxpayer for relief under them, and (2) they operate 
capriciously and unfairly in fixing the measure of relief even after : 
taxpayer establishes qualification “for. relief. It is believed that the 
existence of such defects can be attributed to the fact that the Excess 
Profits Tax Act of 1950 was formulated and enacted in the latter 
part of 1950 under time limitations that were virtually unprecedented 
in the consideration of revenue legislation. By reason of these time 
limitations, it was impossible for the Congress to give adequate con- 
sideration to the inequitable consequences that might result in the 
many cases that would not conform to the general rules. 

The present law limits qualification to ¢ cha anges in product, increases 
in productive capacity, depressed earnings in the base period, and new 
corporations. All other circumstances “which would make the base 
period experience of the taxpayer an unfair and discriminatory meas- 
ure of normal earnings are ignored. Moreover, even when there are 
changes in product or increases in productive capacity, eligibility for 
relief is limited by what are believed to be unrealistic percentage 
requirements. 

The measure of relief is unfair and capricious under present law, 
being based, as it is, upon an allowable rate of return on the taxpayer's 
total assets equal to the average industry rate of return in the tax- 
payer's so-called industry during the base period. ‘To illustrate, a tax- 
payer who historically has demonstrated an ability to earn at a rate 
substantially in excess of the industry average is reduced to the aver- 
age while at the same time the less efficient taxpayer who never earned 
at a rate as high as the industry average receives a windfall. Again, 
where a taxpayer's activities fall under more than one industry classi 
fication, a depression in one segment of the business can result in relief 
being measured, not by the base period industry rate of return for the 
industry in which that segment falls, but by the industry rate for the 
segment that does not need any relief 

The association’s proposed recommendation seeks to remedy these 
defects. In doing so, the proposal recognizes what Congress, in the 
enactment of excess-profits tax laws, has always recognized, until the 
1950 act—namely, that the problem of relief from the discriminatory 
effects of such a tax cannot be solved by formulas, but can be solved 
only through the exercise of administrative discretion under general 
guides prescribed by Congress. This is the approach of the associa- 
tion’s proposal to the solution of the problem. 

Past experience with this general approach, such as the experience 
with the relief provisions of the World War IT law, indicates that, in 
general, the basic philosophy of such an approach was sound, but that 
the law was inadequate or defective in a number of respects, the two 
most important of which were (1) the failure to provide standards for 
determining the measure of relief, and (2) the vesting of the discretion 
necessary for administering such a relief provision in the Bureau of 
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Internal Revenue—an agency traditionally accustomed to administer 
rigid rules rather than to exercise discretion of the character required 
in excess-profits tax relief. 

Under the association’s proposal, administration of general relief 
would be placed in an independent Board and the proceedings before 
the Board would be in the nature of adversary proceedings with the 
Commissioner of Internal Revenue as one party and the taxpayer as 
the other. In each case the Board would be required to make findings 
of fact and conclusions of law which would constitute recommenda- 
tions to the Commissioner for the purpose of acting upon the claim, 
and upon appeal to the Tax Court if appeal were taken, would be 
assumed to be correct unless error is alleged and established to the 
satisfaction of the court by the party, whether the Commissioner or 
the taxpayer, asserting such error. This provision alone would relieve 
the Tax Court of the time-consuming, if not impossible, burden of 
trying such complicated issues of fact de novo. 

Under the association’s proposal, definite standards are prescribed 
for measuring the amount of relief once qualification for relief has 
been established. Provision is also made for appeal from the Tax 
Court to the circuit courts of appeal as in other tax cases. 

The proposed amendment, as recommended by - association, would 
be applicable to all tax years ending after June 30, 1950. Because of 
problems which might ‘be encountered in connec H te with claims of 
vested rights, and because the association could not evaluate the ad- 
ministrative cost which might be involved if the present relief provi- 
sions, sections 442 through 446, were to be repealed retroactively, the 
new part V is proposed merely as an alternate to, and not in lieu of, 
the present provisions of taxable years beginning before June 30, 1953. 

As I have said, there is attached the recommendation of the Amer- 
ican Bar Association. Mr. Chairman, although that is my tax state- 
ment that I have submitted, there is one point that I would like to 
make, if I may, in connection with some of the testimony which has 
been given. 

The CuatrMan. You may proceed. 

Mr. Park. The Secretary of the Treasury was asked about what 
hy an be the effect of a general relief provision along the lines of 722. 

As I understood it, he said it would nullify the revenue again of some 
$800 million that they hope to gain by the extension of the Excess 
Profits Tax Act. I thought there was a great deal of inequity in this 
law, but I had not realized that there was that much. If there is that 
much, then it seems to me a fortiori, we need some kind of a relief 
provision like this. 

In the second place, I would like to make this point, that this provi- 
sion that relief can be had only when a claim for refund is filed. Fur- 
thermore, the Commissioner has 1 year after that in which to send the 
claim to this Board. Under those circumstances, I cannot believe that 
there would be any cash loss to speak of at all in 1954 and probably very 
little in 1955. 

True, there would be a limit for some amount, if this provision were 
adopted, I think. 

The Cuarmman. Mr. Simpson will i ra 

Mr. Srmpson. Is it your position, sir, that regardless of the action 
the committee may take on the eneiat now before us with respect to 
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extending the excess-profits tax, regardless of the position thereon, 1s 
it your point that these amendments should be adopted to the existing 
law ? 

Mr. Park. Yes, sir. And that is particularly true since I have at- 
tended these hearings and heard the amount of inequity involved. 

Mr. Stmpson. And the amendments are substantially those found in 
the bill H. R. 610% 

Mr. Park. Substantially the same. I think some of the language is 
a little clearer in this. 

Mr. Simpson. Is it your belief that 610 would provide the adminis- 
trative manner for settling all the recognizable cases deserving special 
treatment ¢ 

Mr. Park. I think it would take care of all of the cases involving the 
average earnings or the credit based upon income. And that is the 
most important part of any excess-profits-tax law, what you are going 
to eliminate from the excess profits tax rate3. 

I think it would take care of most of those. As to an ything that is 
inequitable in connection with the determination as to the excess profits 
for the taxable year, this does not cover that, but I do not believe those 
ure nearly so great as the inequities with respect to the base-period 
earnings. 

Mr. Srmwpson. No, but to the extent they are inequities and to the 
extent they may exist with respect to the particular company that 
may be involved, they may be vital. 

Mr. Park. No doubt, sir. = that is true of any tax. 

Mr. Simpson. Would you have objections, in the event the com- 
mittee saw fit to adopt 610, to other features being added where specitic 
cases might be taken care of which would not be handled under this 
one ¢ 

Mr. Park. None at all, sir. I think the American Bar Association 
passed a general resolution in February 1952, that there were many 
inequities that should be considered. 

Mr. Simpson. And this undertakes to provide a means of taking 
care of the great majority of them. 

Mr. Park. That is correct. 

Mr. Jenkins. Mr. Chairman ?/ 

The Cratrman. Mr. Jenkins is recognized. 

Mr. Jenkins. I am sorry I was not here when you read your state- 
ment, but let me ask you this: In view of the fact that it is very ap- 
parent that this excess-profits tax provision is going to be permitted 
to expire or else is going to be continued just for 6 months, would it 
be desirable to do anything about trying to amend this law with a 
general relief provision just for that short time / 

Mr. Park. Well, sir, I think so, if there has been the great amount 
of inequity that we believe has existed as a result of this law. There 
are some very serious and capricious cases, I believe. 

Mr. Jenxrys. Is it not true that practically all of these cx: mipanies 
have already arranged their financial setup, they already have it a 
ranged, and they are pretty well into it, and that it would be difficu 
for them? It would seem to me like it would be very difficult for you 
to put forth any kind of a relief amendment that would satisfy or 
reach this situation, because every man’s case is going to be different 
from every other man’s case. 
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Mr. Park. That is just why we offer this provision, sir. The com- 
mittee that | was chairman of started out with the idea that we must 
have a slide rule, we must write one that is going to take care of each 
case. And everybody that came along wanted a specific provision 
added to the law to take care of his case. We soon realized that that 
was impossible. We have sort of a, we think, monstrosity now, and 
it would be a Frankenstein if we tried to amend this act to take care 
of every individual specific case by a specific individual provision of 
law. ‘Therefore, we felt we had to turn to the general relief pro- 
vision that would give everybody some opportunity. 

Mr. Jenkins. Of course, you have the Secretary of the Treasury 
saying there is $800 million at stake. But suppose it were only $500 
million. It would be a stake worth looking after. But on the other 
hand, if you have a hundred thousand people interested in it, it would 
look to me as if it would be almost an impossibility for you to prepare 
a bill that would even meet the average of it. 

Mr. Park. That might be, sir. But I believe this would go a long 
way toward it. 

Mr. Jenkins. Anyhow, you have done the best you can. 

Mr. Park. Yes, sir. 

Mr. Jenkins. Thank you. 

The Cuarrman. Mr. Mills may inquire. 

Mr. Mitts. Mr. Chairman, I just want the committee to know that 
I have known Mr. Park for quite some time. He is in the law firm of 
which one member, at least, Mr. Hamel, has had considerable ex- 
perience, and I am sure Mr. Park has, with setcion 722. I believe the 
committee will remember that Mr. Hamel served as chairman of the 
committee on section 722 for a number of years. I am sure the com- 
mittee will be very pleased to give most careful consideration to any- 
thing that Mr. Park and these gentlemen have to say with regard to 
these provisions for relief. 

The CuarrMan. I just want to say, Mr. Park, that I want to compli- 
ment you upon your remarks and the information which you have 
given to our committee. 

Mr. Mason. May I make this statement, Mr. Chairman: It is awful- 
ly difficult to make a rotten apple palatable. 

The Cuarrman. Thank you, Mr. Park. 

Mr. Park. Thank you, gentlemen. 

The Cuarrman. The next witness is F. A. LeSourd, Esq., on behalf 
of the Superior Portland Cement, Inc., of Seattle, Wash. We are 
very glad to see you here. You have come a long way. 

Mr. LeSourp. Thank you, Mr. Chairman, I certainly have. 

The CHarrMan. We appreciate your being here. I would like to 
have you give your name and the capacity in which you appear for 
the record. 


STATEMENT OF F. A. LeSOURD, ESQ., COUNSEL, SUPERIOR PORTLAND 
CEMENT, INC., SEATTLE, WASH. 


Mr. LeSourp. My name is F. A. LeSourd, an attorney from Seattle, 
Wash. I appear here on behalf of the Superior Portland Cement, 
Inc., of that city. 

The CuatrmMan. Mr. Holmes will inquire. 
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Mr. Houtmes. May I say that Mr. LeSourd is a member of a fine 
law firm in the city of Seattle, and is a distinguished lawyer of the 
State of Washington. 

Mr. LeSovurp. Thank you, Mr. Holmes, for those very kind remarks. 

I am here to give you a case illustration of the necessity of correct- 
ing inequities in this excess-profits tax law, and to support the adop- 
tion of the American Bar Association bill for doing that which is 
along the lines of H. R. 610, which Mr. Simpson of this committee has 
introduced in this House. When our tax law gives a bonanza to a 
wrongdoer, and penalizes his victim, then it is time that we should 
adopt some sort of corrective legislation. 

This company, in addition to its regular cement plant, for many, 
many years leased a plant—we will call it the Diamond Plant. That 
lease expired on December 31, 1946. The lease contained a first 
reducible clause, whereby the Superior had the first right to buy 
if the lessor decided to sell. The lease terminated; the plant was 
turned back and a few days later Superior discovered that the lessor 
was selling to a competitor. So, Superior brought an action for spe- 
cific performance; deposited $600,000 in court; the case went to the 
Supreme Court of the State of Washington, and in 1949 the supreme 
court held that Superior had the right to buy, that the lessor had 
wrongfully withheld this plant, the possession of this plant all 
during these base-period years, 1947, 1948, and 1949, ordered the 
plant returned to Superior, and required the lessor to pay to Superior 
the profits earned from that plant during this period of wrongful 
withholding. 

But the legal case was not finally terminated until early in 1950, 
and these profits were not paid to Superior until 1950. 

Now, in that situation, the Bureau has ruled that because it did 
not receive the income until 1950 Superior gets no excess-profits tax 
credit by reason of the income during these base-period years. So 
here we are. We were legally entitled to ownership and possession of 
the plant during 1947, 1948, and 1949; we were legally entitled to 
the income that plant owned during those years. 

We were actually finally paid that income. And yet we must 
operate this plant during the exc ess-profits tax years without any 
excess-profits tax base by reason of the earnings of that plant. The 
wrongdoer gets an excess-profits credit for income to which he was 
not legally entitled and which he had to pay over to us. 

We have attempted to secure relief from the Bureau. We asked 
them to rule that section 444 of the present act was applicable. We 
asked them to permit us to accrue the 1950 income in 1949. They had 
declined to do so. They say 444 is not applicable for this reason: 

Under 444 you have to have, on December 31, 1949, 150 percent of 
the capacity for production that you had on December 31, 1946. On 
December 31, 1949, Superior owned this plant outright. On Decem- 
ber 31, 1946, that day was the last day of the lease on which we held 
the plant under lease we turned it back to the lessor that day. The 
plant had been closed down for several weeks prior to that time, pre- 
paring for the turnback. It had no actual capacity to produce in 
our hands on that. day, and yet the Bureau says that we had no 
increase in capacity because we held it under lease on December 31, 
1946, and we held the same plant owned on December 31, 1949. 
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You can see the arbitrary nature of the present relief provisions. 
If section 444 measured the difference between January 1, 1947, and 
December 31, 1949, relief would have been granted to us under that 
section. 

Gentlemen, this committee in the past, since the 1950 act was 
adopted, has followed the policy of passing some individual amend- 
ments to meet individual cases of ineq lity. It seems to me that that 
is a cumbersome procedure. It involves the Congress in details 
rather than general principles. The proper way to meet the prob- 
lem, it seems to me, is by a general provision, such as the American 
Bar Association proposes, and such as Congressman Simpson has 
introduced in this session, which will lay down general rules to meet 
this problem ; general rules, m: Ly I say, that take into account the 
experience that we have under 722 under the previous act. 

Mr. Park has outlined the proposal, and I do not intend to go into 
detail in it. In order to be certain to cover our situation, there would 
need to be a very slight amendment to the bill as introduced by Con- 
gressman Simpson. That amendment has already been made by the 
bar association in its proposed bill, so that if the bar association’s bill 
is enacted that would meet our problem. 

Mr. Jenkins. It would seem to me that if this bill meets your situ- 
ation it would not meet any other one, because I do not conceive how 
there would be another situation exactly like yours anyplace in the 
country. 

Mr. LeSourp. Well, sir, I think you are right; that probably there 
is no situation just like ours. But I think that if you take the lan- 
guage of H. R. 610, that the wrongful withholding of this cement 
plant certainly was an abnormal circumstance which adversely af- 
fected our income, and if we take the words “pattern of” out of the 
bill, as I suggested in my prepared statement, and which are taken 
out in the bar association’s bill, I think we probably would be covered. 

Mr. Jenkins. You are entitled to relief. There is no question 
about it. 

Mr. LeSourp. We have not met a single individual in the Govern- 
ment or out that did not say that we had an awful situation and 
relief should be given. But nobody can tell us how relief is to be 
given. If the committee should decide not to adopt a general retro- 
active relief provision, then in my prepared statement—and which, 
Mr. Chairman, I ask be set forth in the statements of this committee 
and made a part of my remarks—— 

The Cramrman. Without objection, your entire statment will be 
included in the record at the conclusion of your remarks. 

Mr. LeSourp. In my prepared statement I have outlined a short 
amendment to 444 that would meet my problem, and that would not, 
I think, involve the Treasury in any trouble elsewhere. All it says is 
that where on December 31, 1946, you hold property or facilities under 
lease that terminates on that date, and it is not renewed, that those 
facilities have no capacity for production in your hands. 

In conclusion of my remarks, if I may say so, upon arriving here 

yesterday, and again in Mr. Folsom’s testimony this morning, I 
learned that the adoption of provisions correcting these inequities is 
being opposed on the ground that the amounts involved would be so 
great as to wipe out the benefits to the Treasury of extending this tax. 
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Now th: at, indeed, was a sur pr ise to me, I do not be lie ve that the Vw ill 
be anything like the $800 million they talk about. These inequities 
are vital to the particular taxpayers faced with them, like our case. 
But the overall amount, I don’t think, will be significant in terms of 
the national tax revenues. But, gentlemen, let’s assume that they are. 
Let’s assume that to retroactively correct these inequities would in- 
volve such a sum as $800 million. Then what are we saying? We are 
saying that this Government has or will collect that large sum from 
the ts axpayers of this country from t: ixXpayers who should not have 
paid it; that they have collected as excess-profits ts ixes money from 
people who really had no excess profits, and that they have improperly 
and unconscion: ibly collected taxes from those individuals. 

Now we are also told that we must extend this tax for 6 months, and 
we cannot correct these inequities because if we correct the inequities 
there will not be enough money come in from this, and then we cannot 
reduce personal income taxes at the beginning of next year. What 
are we saying there ? 

Gentlemen, we are saying there that what we want to do is to take 
$800 million or whatever the amount is from people who should not 
have paid a tax, from people who equitably were not subject to the 
tax, we take their money and use it to give a tax reduction to someone 
else. That violates the very basic principle that this committee has 
stood for as long as I can remember, and it violates the very first prin- 
ciples of taxation. How could we be proud of a reduction in taxes next 
January 1,if we rob Peter to pay Paul? It seems to me it would be a 
blot on our national record. Where we admit that people did not 
owe the tax and yet we take the money from them and use that money 
to reduce someone’s else tax. 

Mr. Mason. Mr. Chairman, that is exactly what the Treasury 
asking this committee to do. 

Mr. LeSourp. Well, that is what I gathered from Mr. Folsom’s 
testimony this morning, and I think that the action violates the funda- 
mental principles of fairness. We oe remind ourselves at all 
times that this country has collected in taxation amounts of such 
staggering magnitude that never be fore j in hoses have such amounts 
been collected by a tax system. And we have done it with a minimum 
of inconvenience and a minimum amount of enforcement. 

The reason that we have done that, the goose that lays that golden 
egg is the confidence of the American public that they are going to 
be treated fairly, the confidence of the American public that one tax- 
payer is shouldering only his fair share of the burden. When we lose 
that confidence, we have killed the goose that lays the golden egg. 

Thank you, Mr. Chairman. 

The CuHairman. We want to thank you, sir, for a very excellent 
statement, and one which contains information very useful and 
valuable to us, and also the information you have given ought to have 
very wide publicity 

Are there any questions ¢ 

Mr. Byrnes. Mr. LeSourd, after the court action was completed 
and this other company was required to pay over to Superior the earn- 
ings over this period that the property had been wrongfully withheld, 
whe n was that money received 2 

Mr. LeSovurp. 1950. 


is 
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Mr. Byrnes. Did they consider it then as 1950 income to the com- 
pany ¢ 

Mr. LeSourp. Correct. That is right, sir. 

Mr. Byrnes. Did you pay an excess-profits tax on that income then ? 

Mr. LeSourp. No, there is a provision in the present law that re- 
moves from excess-profits net income an amount that is abnormal to 
the taxpayer. ‘They permitted us to pay only ordinary corporate rates 
on that income in 1950. But, nevertheless, they declined to permit us 
to use it in our excess-profits tax base even though it was attributable 
to the base-period years. 

Mr. Byrnes. But at least you did not have to pay excess-profits tax 
on that 

Mr. LeSourp. We only paid 52 percent on the income in 1950. 

Mr. Byrnes. Thank you. 

The Cuarrman. Are there any other questions? If not, we thank 
you for your appearance and the information you have given us, 

Mr. LeSourp. Thank you, Mr. Chairman. 

(Mr. LeSourd’s prepared statement follows :) 


STATEMENT oF F. A. LeSourp or SEATTLE, WASH. 


I appear on behalf of Superior Portland Cement, Inc., of Seattle, Wash., to 
urge that there be coupled with any extension of the excess-profits tax, or 
that there be adopted even though the tax not be extended, provisions along 
the lines of H. R. 610, retroactively correcting the inequities in that tax. When 
our tax law gives a bonanza to a wrongdoer and penalizes his victim, which is 
the effect of the excess-profits tax as interpreted by the Bureau of Internal 
Revenue in Superior’s case, corrective legislation is needed. 

In addition to its plant at Concrete, Wash., Superior Portland Cement, Inc., 
operated a cement plant in Seattle Wash., called the “Diamond plant” under 
lease for a long period of time, the lease expiring December 31, 1946. The lease 
provided that if the lessor decided to sell the plant, Superior should have the 
first refusal to buy. Immediately following termination of the lease, Superior 
discovered that the lessor was selling the plant to a competitor of Superior. 
Superior gave notice of exercise of its option to buy, but the lessor refused to 
recognize Superior’s rights. During the first part of 1947, Superior brought 
action for specific performance, depositing in court a total of $800,000 to apply 
on the purchase price. 

By decision in 1949, the Supreme Court of the State of Washington confirmed 
Superior’s rights, directed that the plant be conveyed to Superior, held that the 
lessor had been in wrongful possession of the plant since the first part of 1947, 
and required the lessor to pay to Superior the profits earned from the plant in 
1947, 1948, and 1949. The legal proceedings were, however, not finally completed 
until 1950, and the profits were not paid to Superior until that time. 

Under these facts, the Bureau of Internal Revenue takes the position that the 
income earned by this plant during the base-period years of 1947, 1948, and 1949, 
cannot be used by Superior as a base for excess-profits-tax credit, since Superior 
did not receive the income until 1950. The result is that even though Superior 
was legally entitled to possession of the plant and the income therefrom during 
these base-period years, and eventually was paid that income, nevertheless, the 
lessor and not Superior get excess-profits credit for that income, and Superior 
must operate the plant during the excess-profits-tax years without the excess- 
profits-tax base to which the plant is entitled. 

Attempting to get some relief under the present act, Superior asked the 
Bureau of Internal Revenue to rule that one of the relief provisions, namely, 
Internal Revenue Code, section 444, was applicable and that the income paid 
to Superior in 1950 could be accrued in 1949. Both requests were denied. 

The situation of this company is an example of the inequitable effect that the 
Excess Profits Tax Act as now written can and does have in actual application. 
While perhaps there is no other taxpayer involved in exactly the same circum- 
stances as confront Superior, nevertheless the present act is so arbitrary in its 
excess-profits-credit provisions that a great many taxpayers find themselves 
subjected to unjustified treatment, 
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Since adoption of the Excess Profits Tax Act of 1950, this committee has 
sought to meet inequities by specific remedial legislation applicable to the 
circumstances of each case. To continue to follow this method, however, would 
be to burden Congress with details rather than general policy. 

A better solution is found in H. R. 610, introduced by Mr. Simpson, of this com 
mittee. This bill has had thorough study, has been endorsed by the tax section 
of the American Bar Association. While the bill is somewhat along the lines 
of section 722 of the World War II excess-profits tax, the experience under that 
section has been utilized to avoid the administrative difficulties and lack of 
adequate standards of relief that caused so much criticism of section 722 

I will not attempt a detailed discussion of H. R. 610 since that undoubtedly 
has been or will be done by the official representatives of the American Bar As 
sociation. However, I do wish to propose an amendment to H. R. 610 as intro 
duced in this Congress. This amendment is to eliminate the words “the pattern 
of” appearing in lines 9 and 10 of page 2 of the official print of the bill. If thes 





words remained in the bill, there might be some ambiguity as to whether H, R 
610 covered Superior’s case. The wrongful with ding of the cement plant was 
an abnormal circumstance adversely affecting Superior’s income under section 
476 (a) (2) of the bill, but someone might argue that Superior had no “pattern” 


of income because it had not previously owned the plant which was wrongfully 
withheld from it In endorsing H. R. 610, the tax section of the American Bar 
Association recommended elimination of these same words. 

In the event that this committee should decide t continue to meet each case 
of inequity by specific remedial legislation rather than by a general provision 
like H. R. 610, some relief could be given to Superior by amending Internal 
Revenue Code, section 444 so as to make clear that it applies to this case 

Section 444 requires that the capacity for production on December 31, 1949, be 
150 pereent of the capacity for production on December 31, 1946. On Decembel! 
$1, 1949, Superior was the owner of the Diamond Plant. The Bureau of Interna 
Revenue held, however, that this acquisition did not increase Superior’s capacity 
for production because on December 31, 1946, Superior had held the plant under 
lease. December 31, 1946, was the last day of the lease, the plant being turned 
back to the lessor on midnight of that day. The kilns had been shut down for 
some time in preparing for the transfer and no cement was manufactured on 
December 31, 1946, nor did the plant have any practical capacity for production 
on that date. 

Section 444 should apply to Superior because its purpose is to remedy situations 
where the income from facilities, operated from 1950 on, is not adequately re 
flected in the base period income of the taxpayer, because the facilities were not 
operated by the taxpayer during a substantial part of that period. It could be 
applied to this case by an amendment recognizing that where a lease terminates 
on December 31, 1946, there is no practical capacity for production on that day 
and a later acquisition of the plant constitutes an increase in facilities in ac- 
cordance with the purpose of the section. This amendment would add a subsec 
tion (h) to section 444, as follows: 

“(h) In determining under subsection (b) the capacity for production or op- 
eration on the day prior to the beginning of the 36-month period, facilities held 
under a lease which expired on that day and was not renewed shall not be deemed 
to have any capacity for production or operation.” 

In conclusion, may I say that we should continually remind ourselves that the 
success of the taxing system of the United States is due in large part to public 
confidence in its fairness. To correct inequities in the tax laws involves very 
little loss of revenue and very large benefits in continued confidence of taxpayers 
and corresponding continued ease in collection. 


The Cuarrman. I am going to ask Mr. Thomson to defer for just 
a moment. Mr. R. G. Parkhurst has to leave for Chicago, as I under- 
stand it. His statement is short and I would like to accommodate him 
so he can get away. If you will come forward and give your name and 
the capacity in which you appear for the record, we will be glad to 
hear you. 
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STATEMENT OF R. G. PARKHURST, ASSISTANT TREASURER, 
SANTAY CORP., CHICAGO, ILL. 


Mr. Parxueurst. I am R. G, Parkhurst, an officer of the Santay 
Corp., Chicago, Ill. I appear as the seventh witness on the official 
list. 

I would like to thank Mr. Thomson for letting me appear before 
him. 

Mr. Chairman and members of the Committee on Ways and Means, 
I have a prepared statement that is quite short. I would like to 
make a few preliminary remarks. We are a small corporation. 

The CuarrmMan. You may insert your statement in the record as 
part of the record, without objection, and then you may proceed. 

Mr. Parxuurst. Thank you. 

(Mr. Parkhurst’s prepared statement follows:) 


STATEMENT OF R. G. PARKHURST, ASSISTANT TREASURER, SANTAY CorpP., CHICAGO, 
ILL., AGAINST EXTENSION OF ExcESsS-ProFITS TAx 


Mr. Chairman and members of the Committee on Ways and Means, this 
company was started in 1919 as tool and die makers, and since 1936, has produced 
injection molded plastics, metal assemblies and automotive accessories. 

Most of the corporation sales volume since 1946 has been for molded plastic 
parts in the radio and television field. From January 1, 1946, to December 31, 
1952, Santay Corp. net profit after taxes has amounted to $1,179,000. In this 
same period $733,000 has been spent for additional equipment and buildings, and 
of this capital expenditure, $450,000 has been spent in 1950, 1951, and 1952. 
As a result of these capital expenditures our 1952 net sales were $7,111,000, 
almost double the average annual net sales during the excess profits tax base 
period years of 1946 to 1949 inclusive. 

For the years 1950, 1951, and 1952, $112,000 has been reserved for payment 
of the excess-profits tax portion of our corporate Federal income tax. 

With net sales of $7,111,000 in 1952, we were left with $190,000 after Federal 
income taxes. We are now striving to increase our working capital in 1953 for 
an estimated sales volume of $8 million and may have to borrow money to operate 
after the second installment of our Federal income tax is paid on June 15, 1953. 

Our corporation feels the excess-profits tax is definitely unfair and discrimina- 
tory in the case of small business such as ours, particularly in a fairly new 
industry that has grown600 percent in output in the past 10 years, 

There is no sound basis for determining the profit return necessary for the 
continued growth of our industry. 

This tax is a tremendously unfair handicap to us in competing with larger 
producers because of our lack of working capital which means very limited 
expansion or replacement of equipment. 

The excess-profits tax is a penalty on good management and efficiency in 
business. 

Mr. Parkuvursr. We are a small corporation in a relatively new 
industry, in the plasties field. In the last 10 years, the plastic industry 
output has grown 600 percent. The margin of profit, net profit, of 
sales in the plastic industry, as far as we are concerned, is very, very 
small, 

sack in the base period years, our margin of profit was a greater 
percent of our net sales than it has been in the past 3 years, years in 
which we have paid excess-profits tax. 

In a small company like ours, the excess profits tax-simply removes 
all opportunity for us to continue research in a vastly expanding in- 
dustry because we virtually have no money left to put back into the 
business. 

There is a strong possibility that when we pay our second install- 
ment of Federal income tax on June 15 of this year, we will have to 
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borrow money from the bank because of our lack of capital. It does 
not seem feasible to our corporation that a tax that takes away from 
approximately 80 percent of the companies that contribute, whose 
incomes are so small, that this tax should take away our working 
capits ul which is so badly needed in our industry for expansion. 

The Cuainman. May I ask a question / 

Mr. Parkuurst. Yes, sir. 

The CHatrman. You need not answer it unless you wish to, in as 
much as it might effect your credit if it got out. If you have no 
objection, do you have some debts 

Mr. Parkuurst. We do; yes, sir. 

The Cuatrman. Your company does have some debts. 

Mr. Parxuvrst. We do, sir. 

The CuarrmMan. Very well. You have to have money to meet those 
obligations also, do you not ¢ 

Mr. Parxuerst. That is right. 

The CuHatrman,. All right. 

Mr. Parxunurst. The other one point that I would like to make is 
that in a small corporation the size of ours, the matter of expansion 
and new equipment takes considerable thought and time to do in the 
manner that we have had to operate with insufficient working capital. 
In the years 1950, 1951, and 1952 we spent approximately a half 
million dollars in adc ree ul new equipment and buildings, thus in- 
creasing our volume of sales to approximately twice what it was 
during the base-period years of 1946 to 1949. 

Our return, our percentage of profit on net sales, has been even 
smaller, yet our taxes have been so high that we are now unable to 
continue buying equipment that is necessary in a new industry to 
keep pace with the changes in improvements that are necessary to stay 
in business. 

The CratrMan. Is your plant located right in Chicago? 

Mr. Parkxuerst. It is on the West Side of Chicago. 

The Cuatrman. How many people do you employ? 

Mr. Parkuurst. Seven hundred fifty at this time. 

The Cuamman. Where you are located is that sort of a community 
in itself? 

Mr. Parkxuvrsr. No. 

The CHarmman,. You are right in the confines of Chicago? 

Mr. Parkuvurst. We are in the confines of Chicago, on the West 
Side of the city. 

The CnarrMan. Are there any questions? 

Mr. Srupson. I have a question, Mr. Chairman. 

The CHarrman. Mr. Simpson will inquire. 

Mr. Simpson. Yours is distinctly a small business, is it not? 

Mr. Parkuurst. Yes, sir. 

Mr. Srurson, And you express the probability that in order to pay 
your taxes you may have to borrow money this year? 

Mr. Parkuurst. Not necessarily to pay our taxes, but we may have 
to borrow money after the taxes are paid in order to continue 
operations. 

Mr. Simpson. I understand. The point is that you may have to 
seek borrowed money as a result of certain expenditures which include 


taxes. 
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Mr. Parkuourst. Yes, sir. 

Mr. Srupson. I raise that situation because this very afternoon, 
over in the House, they are debating and considering the passage of 
a bill that will set up an agency to make loans to small businesses 
which are being taxed out of existence by, among other things, this 
excess profits tax. The right hand does not know just what the left 
hand does, even in Government m: ny times. Thank you. 

Mr. Parxuurst. Thank you very much. 

The Cuamrman. Are there any other questions? 

We thank you very much for your fine statement before this 
committee. 

Mr. Parkuourst. Thank you, gentlemen. 

The Cuatrman. The next witness is Mr. J. Cameron Thomson, 
chairman of the. Yi iscal and Monetary Committee of the Committee 
for Economic Development. 

are Thomson, we are very glad to have you appear here. If you 

ill just state your name for the record, and the c apacity in which 
you appear, and that of your associate, we would appreciate it very 
much, and will be glad to hear you. 


STATEMENT OF J. CAMERON THOMSON, CHAIRMAN, FISCAL, 
MONETARY, AND DEBT MANAGEMENT COMMITTEE, COMMITTLIE 
FOR ECONOMIC DEVELOPMENT 


Mr. Tuomson. I am J. Cameron Thomson, president of the North- 
west Bancorporation of Minneapolis, Minn. I am Chairman of the 
Committee on Fiscal, Monetary, and Debt Management Policy of the 
Committee wa : conomic Development. 

My associate is Mr. Howard Myers, research director of the CED. 

I am gi ioe for the opportunity to present the views of the Re- 
search and Policy Committee of the Committee for Economic De- 
velopment on the proposed 6 months’ extension of the excess-profits 
tax. 

I am reading to save your time, but I would like to say this to you: 
As I have sat here this morning I have been tremendously impressed 
with the difficult problem that you folks face. 1 wish you the best of 
luck, and I hope that what I say will make some contribution. 

The Committee for Economic Development is a private, nonpolitical 
organization of businessmen, formed to study and report on the prob- 
lems of achieving and maintaining a high level of employment and 
production in a stable, free economy. A list of the members of the 
CED Research and Policy Committee is appended as page 7 of my 
statement. I shall not take the time of the committee to read the 
names of all those who join in the views I present. They include such 
men as Frazar B. Wilde, chairman, president, Connecticut General 
Life Insurance Co., Hartford, Conn.; Elliott V. Bell, chairman of 
the executive committee, McGraw-Hill Publishing Co., Inc., New 
York, N. Y.; John D. Biggers, president, Libbey-Owens-Ford Glass 
Co., Toledo, Ohio; 8S. Sloan Colt, president, Bankers Trust Co., New 
York, N. Y.; Gardner Cowles, president, Des Moines Register and 
Tribune, and Cowles Magazines, Inc., New York, N. Y.; Harlow H. 
Curtice, president, General Motors Cor Ps Detroit, Mich.; Meyer 
Kestnbaum, president, Hart, Schaffner & Marx, Chicago, Ill; and 
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Philip D. Reed, chairman of the board, General Electric Co., New 
York, N. Y. 

The present budgetary situation as we see it is as follows: 

1. The budget submitted by the previous administration indicated 
that if taxes expired on schedule there would be a cash deficit in 
fiscal 1954 of $6.6 billion. 

2. The present administration believes this overestimated revenues 
by $1.2 billion. 

3. The administration also recommends postponement of the 
scheduled social security tax increase, reducing revenue by $0.2 
billion. 

t. This leaves a cash deficit, before expenditure cuts, of $8 billion. 

5. The administration proposes expenditure cuts applicable to fiscal 
1954 of $4.5 billion. 

6. Leaving a deficit, if taxes expire on schedule, of $3.5 billion. 

This prospective deficit gives rise to the problem with which we 
are now concerned. 

Two months ago CED’s Research and Policy Committee issued a 
statement that bears directly on today’s problem. I should like to 
have a copy of this statement entered in the record at the conclusion 
of my remarks. 

The Cuatrman. Do you mean this book? 

Mr. THomson. Yes; that is right. 

The Cuarrman. That is pretty lengthy, but we would like to have 
you furnish the committee with copies of it. 

Mr. Tomson. Fine, we will do that. We will be glad to. Our 
conclusions are these : 

1. We should balance the cash budget in fiscal 1954 under condi- 
tions of high employment and production. I shall return at a later 
point to the significance of the cash budget and balancing at high 
employment. We believe that sticking to this principle of budget 
balance is an essential safeguard against inflation and a powerful 
force for Government economy. We see no adequate reason for de- 
parting from this principle now. We have heard no responsible 
argument that a cash deficit is desirable under present conditions of 
high employment. 

2. In view of the present heavy burden of taxation it would be 
extremely desirable to balance the budget by expenditure reductions 
without any extension of the taxes that are scheduled to expire—if 
this can be done without endangering the national security or other 
essential national objectives. 

3. If, as now appears to be the case, the cash budget cannot be bal- 
anced otherwise, such portion of the expiring taxes as may be necessary 
should be retained. This seems to us a necessary result of the principle 
that the cash budget should be balanced. 

4. We should not be satisfied merely to postpone scheduled tax 
reduction if that is necessary to balance the 1950 eit: We should 
develop a new program that will enable us to balance the 1955 budget, 
and provide for tax reduction as rapidly as the budgetary situation 
permits and for tax reform to improve the distribution of the tax 
burden. In any program, elimination of the excess profits tax should 
get first priority. 

These conclusions were not arrived at lightly. Our group is acutely 
conscious of the burdens and evils of present taxes, including the excess 
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profits tax. But there was no dissent among us from the proposition 
that the cash budget should be balanced. And only 2 out of 37 dis- 
sented from the proposition that it might be necessary to extend the 
excess-profits tax in order to balance the budget. 

The administration has stated that it will continue its efforts to 
cut expenditures still further. Congressional examination of the ap- 
propriation requests will reveal opportunities for further savings. 
We have not reached the end of the road of expenditure reduction. 

But the question we must ask ourselves, as we sit here on June 5 
with the excess-profits tax due to expire in 25 days, is this: Can we 
reason: my count on cutting another $3.5 billion out of the budget for 
fiscal 1954 

Can a fe: isible program be devised to cut expenditures for fiscal 1954 
by another $3.5 billion? By a feasible program we mean one that 
recognizes our national security requirements, that takes account of 
existing financial commitments and that gives due weight to the 
crucial factor of time in making adjustments of policy and adminis- 
tration. 

No one could be more pleased than we would be if such a program 
were developed. If one had been developed we would strongly recom- 
mend that the excess-profits tax be allowed to expire on June 30, 1953. 

But we have seen no such program. We have seen no specific and 
realistic plan that adds up to $3.5 billion of additional expenditure 
reduction, beyond the President’s request that the excess-profits tax 
be extended until December 31, 1953, and that individual income taxes 
not be reduced before that date. 

We wish to make it perfectly clear that we would not support exten- 
sion of the excess-profits tax beyond December 31, 1953. Extension 
beyond that date would add nothing to fiscal 1954 revenues, because 
taxes on calendar 1954 profits would not be due until calendar 1955. 
There is enough time available, in our opinion, to get fiscal 1955 
expenditures down enough to balance the budget without the revenues 
yielded by the excess-profits tax. If some event now foreseen should 
prevent this necessary expenditure reduction there will be time to 
develop superior revenue sources. 

Even with the excess-profits tax retained for 6 months, continuing 
congressional and administration efforts to reduce expenditures will 
be needed to balance the fiscal 1954 budget. With the tax extensions 
requested by the President, a further expenditure cut of about $2.5 
billion will be needed. If this is not achieved, consideration will have 
to be given to postponement of the individual income tax reductions 
now scheduled after December 31, 1953. However, this decision does 
not have to be made now. 

Nothing I say here should be interpreted as condoning the excess- 
profits tax. In 1950 I testified before this committee on behalf of 
CED in opposition to the enactment of the excess-profits tax. We 
have urged its repeal on numerous occasions. We have recommended 
sources of revenue that we 1 regarded as preferable. These recommenda- 
tions have not been adopted. The preliimnary work that would be 
necessary to institute some other tax for fiscal 1954 has not been done. 

As a practical matter, we do not have a choice between the excess- 
profits tax and some new tax for fiscal 1954. The choice is between 
getting this much revenue by extending the excess-profits tax for 6 
months and not getting it at all. 
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In our committee discussions we considered the proposition that 
the way to get expenditures down is to reduce revenues. On balance, 
this does not seem to us a very convincing argument. If it were true 
it would be difficult to explain the deficits we have had in the past. 
We think it is truer to say that the way to get expenditures down is to 
make sure that taxes are not cut unless expenditures are cut. 

We have also considered the proposition that the way to raise 
revenues is to cut tax rates. As a long-run proposition there is some 
validity in this idea. But in the short run, starting with very high 
employment and produc tion, it is probably not correct. The only way 
we could get a substantial increase in incomes and profits in the short 
run, and thus an increase in revenues at lower tax rates, would be by 
inflation. 

As I noted earlier, the basic principle to which we adhere is that it 
is the cash budget that should be balanced. ‘The main diflerence be- 
tween the cash budget and the administrative budget is that the 
former includes the receipt and expenditures of the trust accounts, 
whereas the latter does not. We believe that the cash budget rather 
than the administrative budget should be balanced because the cash 
budget gives a more inclusive picture of the economic effects of Fed- 
eral finance. This point is explained further in our policy statement. 

For fiseal 1954 the prospective deficit in the administrative budget 
is about $3 billion larger than the prospective deficit in the cash budget. 
It is balancing the cash budget that we regard as a desirable and 
feasible goal for next year. 

We also wish to make it clear that what we are recommending is 
that the budget be balanced under conditions of high employment. 
Tax rates should be high enough so that their revenue yield, at high 
employment, will equal the expenditures we would make at high em- 
ployment. If there should be a decline in business activity, with lower 
incomes and profits, tax receipts would also decline. Certain expendi- 
tures would rise. There would be a deficit. But a deficit arising in 
this way would not violate the budget-balancing principle as we be- 
lieve that principle should be interpreted. Such a deficit would be 
a force tending to moderate the recession. 

Concern is frequently expressed that a decline in defense expendi- 
tures in the next few years may cause a decline in business activity. 
Obviously one of the best ways to prevent such a development would 
be to match any reduction in expenditures with a reduction in taxes. 
We will be in a better position to do this if we have kept the budget 
in balance during the period of peak expenditures, 

The basic proposition from which our conclusions follow is this: 
The principle that the budget should be balanced at high employment 
should be adhered to and supported. 

It is tempting to say that while the principle is important one more 
deficit won't kill us. 

We don’t look at the matter in this way. We regard the principle 
as extremely important. We do not believe that the principle will 
survive as an effective force if we interpret it to mean that the budget 
should be balanced when convenient. The merit of the budget- 
balancing principle is that it forces us to take unpleasant action in the 
short run for the sake of Government economy and economic stability 
in the long run. There will be nothing left of the principle if we 
depart from it whenever it is burdensome. 
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Of course we are ina dilemma. The choice is difficult and close. If 
this were not so, informed and responsible people could not disagree 
about the answer. The continuation of excess-profits taxation also 
involves a principle. It is an unfair tax and should never have been 
adopted. 

If there were any danger that the excess-profits tax might go on 
and on, our position would be different. But that is not the case. 
We are confident that even if extended now the tax will not last beyond 
December 31. But if the effort to balance the budget is abandoned 
now, especially by those who have been champions of sound finance 
in the past, the principle will regain its effectiveness only with great 
difficulty. 

Thank you, Mr. Chairman. 

The CuHarrmMan. Have you finished your statement ? 

Mr. THomson. Yes, Mr. Chairman; thank you. 

The Cuamman. I would like to ask a few questions. I am very 
much interested. I never knew too much about your organization. 
Is it incorporated ? 

Mr. Tuomson. Yes, sir. 

The Cuatrman. And the legal name is the Committee for Economic 
Development, is that right ¢ 

Mr. THomson. That is mght, Mr. Chairman. 

The CHarrman. When were you incorporated 4 

Mr. TuHomson. 1942, Mr. Chairman. 

The Crarrman. When did you first begin to study the proposed 
tax program which you are suggesting here? 

Mr. THomson. As a matter of fact, this committee that I am chair- 
man of, dealing with these various subjects, is meeting pretty well 
all the time. But we dealt specifically with this matter in December, 
January, and February, and we had the meeting of our research and 
policy committee, at which we approved this statement that you have 
before you, about March 13. 

The Cuarmrman. When did you first consult with President Eisen- 
hower on this program ¢ 

Mr. THomson. We never have advised with President Eisenhower 
on this statement. 

The Cuarrman. Or any member of the Treasury ? 

Mr. Tuomson. Well, I think the first notification the Treasury had 
of this statement was when the statement was published. 

The CHatrrmMan. When was that? 

Mr. Tomson. It would be about the 5th of April. 

The Cuarrman. Did you appear before any group in the Treasury 
with your proposal ¢ 

Mr. TuHomson. No, Mr. Chairman. 

The Cuarrman, I beg your pardon? 

Mr. Tuomson. I did not. 

The Cuarrman. Did any of your committee? 

Mr. Toomson. No; I think that nobody but me has represented our 
committee in recent months, and I would assume that nobody has 
met with the Treasury officially during that period. 

The Cuarrman. You have here a large group of people connected 
with this organization. I notice here that Mr. Frazer B. Wilde, 
chairman, president of the Connecticut General Life Insurance Co., 
Hartford, Conn., is your head. 
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Mr. THomson. That is correct. 

The CuatrMan. Do you know what his views are with reference 
to the excess-profits tax? Is he for it? 

Mr. TuHomson. Mr. Frazer Wilde became chairman of the research 
and policy committee at the time that Marion Folsom came down here 
to Washington, and he continues as a vice chairman of my committee. 
He is chairman of the research and policy committee that definitely 
approves this statement, and was present at the meeting when it was 
approved. 

The Cuarrman. Did you say Mr. Folsom was here with him? 

Mr. THomson. No; I said he became chairman of the research and 
policy committee at the time Mr. Folsom came to Washington, 

The CHatrman. And when was that? 

Mr. Tomson. I believe it was in November or December of last 
year. January, I beg your pardon. 

The Cuarman. Thank you. 

I noticed here Mr. Elliott Bell, chairman of the executive committee, 
McGraw-Hill Publishing Co., Inc., New York. Does he approve of the 
excess-profits tax ? 

Mr. ‘THomson. May I just answer that question by stating what our 
procedure is in approving statements of this kind, Mr. Chairman? 

The CHatrmMan. Yes. But I am asking you specifically what his 
views are, if you know, with reference to the merits of the excess-profits 
tax, if there are any. 

Mr. THomson. Mr. Bell subscribed to this statement, and if I 
might, 1 would like to go on and explain the procedure under which 
these men do approve these statements. May I do that ? 

The CHatrman. I do not object to that. The only thing I want a 
specific answer to is whether or not you knew his views with reference 
to the merits of the excess-profits tax. 

Mr. THomson. He definitely subscribed to this statement. 

The Carman. Do you tl ink he approves of the excess-profits tax ? 

Mr. Tuomson. He subscribed to this statement. 

The Cuarrman. That is not answering my question. Do you know, 
and I want to be polite, but do you know whether or not he is in favor 
of the excess-profits tax ? 

Mr. Tuomson. In subscribing to this statement and saying what 
we said about the evils of the excess-profits tax, I think he would 
be opposed to the excess-profits tax. 

The CuarmMan. That is what I wanted to know. 

Mr. THomson. That is right. 

The Cuatrman. Here is Mr. John D. Biggers. I used to know him 
very well some time ago. He is a very fine man. He is with the 
Libby-Owens-Ford Glass Co. of Toledo, Ohio. Do you know whether 
he approves of the excess-profits tax as a tax? 

Mr. THomson. He is opposed to the excess-profits tax in principle, 
and I remember his own comment that he was paying the excess-profits 
tax and thought it was a bad tax, but he also subscribed to this 
statement. 

The Cuarrman. But he definitely is opposed to the tax? 

Mr. Tuomson. That is right. 

The CuatrmMan. Here is Mr. James F. Brownlee, partner of J. H. 
Whitney & Co., New York, N. Y. Where does he stand with reference 
to the merits of the excess-profits tax, if vou know ? 
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Mr. THomson. He is opposed to the excess-profits tax, in principle, 
again, as indicated by his subscribing to this statement. 

The Caiman. Thank you very much. And Charles S. Cheston, 
Philadelphia, Pa. Where does he stand on the merits of the tax? 

Mr. THomson. That would apply to him and to all the men who sub- 
scribed to this statement. 

The CuairMan. Do you say that all the men on this paper are op- 
posed to the princ iple of the excess-profits tax? 

Mr. Truomson. They all subscribed to the statement and the state- 
ment definitely says that, Mr. Chairman, and they definitely did sub- 
scribe to the statement. So it would have to be taken very definitely 
that they are opposed to the excess-profits tax in principle. 

The CHatrman. Thank you very much. 

Are there any other questions? 

Mr. Mason. Yes, Mr. Chairman. 

The Cuarrman, I will call on Mr. Simpson first, and then we will 
call on Mr. Mason. 

Mr. Stmpson. I was wondering, sir, since we all agree that the tax 
is no good, recognizing it is inflationary, in part is that one of your 
objections ? 

Mr. TuHomson,. That is right. 

Mr. Stupson. Why would we not accomplish the same purpose by 
making a cut in the budget of the $800 million, if we could make such 
acut? Would that not excuse us from passing an inflationary tax for 
another 6 months ? 

Mr. Tomson. We feel very definitely that if you had been able to 
cut the budget to the extent required, that the excess-profits tax should 
go off June 30, 

Mr. Simpson. I want to get it specific. If we cut the budget $800 
million, would you then be willing not to pass the excess-profits tax, 
which admittedly is inflationary ? 

Mr. THomson. I think I would like to see what you are going to do, 
and what the alternatives are, before I would answer that question 
specifically. 

Mr. Simpson. The alternative would be simply to have $800 million 
less than you would expect to have, but you would not have an in- 
flationary tax extended. And the budget would be cut $800 million. 

Mr. THomson. Well, if you had had a program before you that 
involved actual cuts of expenditures, so that you could have balanced 
the budget, and eliminated the excess-profits tax, the purport of our 
statement is yes, you should have gotten rid of the excess-profits tax 
first. 

Mr. Stupson. You are reading into it now a balanced budget before 
you take off the S800 million, 

Mr. Tuomson. Because that is the essence of our statement, that we 
think that the principle of balancing the budget at a period of high 
employment is an overriding principle as against the elimination of 
the excess-profits tax at this time. 

Mr. Suwpson. And yet you say at the end of the year you will not 
advocate continuing the excess-profits tax, and I assume you mean by 
that even though we are out of balance then ? 

Mr. THomson. No; because in our statement, you have the full 
statement, Mr. Simpson, we said, and we still believe, that the ex- 
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penditure reduction which would provide the tax reduction is an es- 
sential and attainable goal. We are disappointed—— 

Mr. Simpson. I understand. You havea hope, sir, then that in Jan 
uary we will be in balance or see a balance; and, therefore, you are 
willing to take off the excess-profits tax. Is that a correct statement 
or not? 

Mr. THomson. That is correct. 

Mr. Suwpson. If we are not in that position in January so that we 
do not see a balanced budget, am I correct in understanding that you 
would ask that the excess-profits tax be extended ¢ 

Mr. Tuomson, No. The statement that I read, Mr. Simpson, made 
it very clear that we would not recommend the extension of the excess- 
profits tax. 

Mr. Simpson. Even though the budget is out of balance next 
January ? 

Mr. THomson. That is correct, but you would also have to take into 
account that we are saying that the overriding principle that should 
govern our fiscal policy at this time is balancing of the budget. 

Mr. Simpson. You have for years taken the position, I understand, 
of being opposed to the excess-profits tax. Is that correct ¢ 

Mr. THomson. That is correct. 

Mr. Suwpson. And you intend to do that in the future every time 
except at this particular time: is that right ¢ 

Mr. Txsomson. Well, I can’t say what the committee will do in the 
future. J can say to you that personally I think that one thing that 
has been accomplished by all of your committee hearings has been 
what did not appear to pice ain 60 days ago or 90 days ago; that the 
American people realize that the excess-profits tax is a bad tax and 
should never be reen: seek 

On that basis, I can say to you frankly I think your committee has 
done a great service. I certainly feel that I never would recommend 
itagain. Butl cant tell what the committee might do. 

Mr. Simpson. We have not had one man come before the committee 
who said it was a good tax. 

Mr. THomson. I agree with you. That is part of your problem. I 
agree with you. 

oe Simpson. That pretty well settles it in my mind. If nobody 
can say a good word about a tax, why do we want to extend it? Now 
ancilee ‘ question: In the President’s program, there is the item of old 
age insurance taxes, asking for the postponement of 1 year of scheduled 
increases. Are you for that or against that ¢ 

Mr. Tromson. In our statement, the full statement you have before 
you, we did not take a position on that. 

Mr. Srmpson. Well, take one now. 

Mr. THomson. We simply assumed that the probabilities were that 
the present rates might be extended, because they had been in the past. 
In our full statement we said that if the rates were not increased, as 
had been provided for in the law, I understand, that would have in- 
creased the deficit and made it necessary to get that much more rev 
enues. If I can just clarify that. I heard the discussion this morn 
ing. Iam not an expert on the social security; but, as I understand it, 
the present expenditures under that law are less than the revenues and 
wil] continue that way for some time. From that standpoint, I have 
felt, speaking individually, now, that the question was one of the 
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policies as related to that law rather than to the budget as a whole. 
We have dealt with it only insofar as the decisions might be affecting 
the budget rather than taking the position as to the wisdom or non- 
wisdom of extending the rates. 

Mr. Stmpson. Be that as it may, the point is that whether we repeal 
it or allow it to continue, either way it affects the cash budget. 

Mr. THomson. That is correct. 

Mr. Stmrson. And you do not want the cash budget adversely 
affected, is that correct ? 

Mr. THomson. That is correct. 

Mr. Simpson. Therefore, you must oppose the repeal of the Presi- 
dent’s request that we change that ? 

Mr. THomson. No; we did not take a position on that. 

Mr. Simpson. I know you did not, but I am asking you. If you do 
not want the cash budget disturbed, and you recognize that the repeal 
of the OASI tax will disturb it adversely, then I conclude that you do 
not want the President’s request followed, and that the OASI be 
repealed. Is that right or wrong? 

Mr. THomson. There is no question about our position that the 
budget has to be balanced, taking account of whatever decision was 
made as to the increasing of those rates. The CED position is that 
the cash budget has to be balanced according to the decision that was 
made. 

Mr. Srwpson. By whom? 

Mr. THomson. ‘The decision was made by the administration. 

Mr. Simpson. Yes, and that decision is that we repeal the increase 
scheduled for OASI taxes, and that has an adverse effect on the cash 
budget by $500 million. So, you approve of that? 

Mr. Tnomson. No; unfortunately 

Mr. Simpson. Well, the administration asked for it. 

Mr. THompson. I did not approve it, nor did our committee approve 
it—either one. 

Mr. Simpson. But, to the extent that it disturbs the cash budget, you 
would oppose it, would you not, if you want to have the cash budget 
high ? 

Mr. Tuomson. In our report, before we knew about that item, I 
think I would have felt we did not have the information or the time 
to pass on that item. I do not think the point that you make is in- 
volved as to our position. As I understand it, it was not $500 million 
but $250 million. 

Mr. Mason. No. It is $500 million for the 6-month period, and it 
is a billion for a full calendar year. 

Mr. Srwpson. Let me say, Mr. Folsom did not question the $500 mil- 
lion this morning. 

Mr. Tuomson. Just to clear our position in saying $250 million, our 
information was that the tax was paid at the end of the quarter, which 
would mean that you would only get one quarter revenue at the higher 
rate in the fiscal year 1954. 

Mr. Mason. From January 1st, when it increases to 2 percent, to 
July ist next year, is a 6-month period, and half of the present fiscal 
year. 

’ Mr. Srmrpson. My point is, whether it is $250 million or $500 million, 
it does affect adversely the cash budget, and I assumed in view of your 
statement here you wanted to keep it as high as possible; that you 
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would object to something that cut it down. You have not had time 
to study it; so, I will not ask any further on that question. I really 
have nothing further to ask. 

Mr. Mus. Mr. Chairman? 

The CHarrman. Mr. Mills will inquire. 

Mr. Mus. Mr. Thomson, I appreciate very much the statement 
you have made, and I admire you on the very patriotic attitude you 
take, in coming to the committee and suggesting that we continue a 
very bad tax. I wanted to ask you a question about your statement 
on page 4. Before I ask you the question, I have had in my mind 
that there may be more to this request than appears on its face. I 
do not want to impugn the motives of anybody. But there m: iy be 
more to this request of the extension of the excess-profits tax than 
merely meets the eye on casual glance. I have my own ideas about 
why it comes in at this particular time. Those I will not divulge yet, 
for a minute. But you seem to feel here, on page 4, in the second 
full paragraph, that there are more preferable means of raising this 
revenue than the excess-profits tax, because you say here, “We have 
recommended sources of revenue that we regard as preferable.” 

Could it be possible that your organization may see in this a method 
of finally prevailing upon the Congress when the excess-profits tax 
expires on the Ist of F January 1954, as you suggest, the imposition of a 
general sales tax to take its place 4 

Mr. THomson. I wish you could sit in some of our committee meet- 
ings. You would know that we do not do business that way. We 
have no such ulterior purpose. 

Mr. Mitts.- That would be perfectly legitimate, if you wanted to do 
it. Iam not questioning that. You have a perfect right to do it. I 
just want to know if that is one of your purposes. 

Mr. Tuomson. No. And on the specific question of the sales tax, 
in 1950 and 1951 in our current tax policy statements, we did recom- 
mend a retail sales tax at that time purely as a temporary measure, 
if other ways could not be found. I mention that because, while you 
are talking about CED and sales tax, that is the only consideration we 
have given to it. We have not thought about it at the present time. 
We are engaged in a long-range study of tax reforms and of sources 
of revenue. Undoubtedly we will be dealing with that. But there is 
nothing at the moment on the agenda for that purpose, and we have 
no thoughts about it at the present time. 

Mr. Mitts. Well, the thing that impresses me about your statement 
is the past tense: “We have recommended sources of revenue that 
we regarded as preferable.” 

Mr. Txromson. That is what I am saying, Mr. Mills; that in 1950 
and 1951, rather than an excess-profits tax, we did say at that time we 
would have preferred a retail sales tax as a temporary proposition. 
The Congress did not adopt that suggestion, so the books are cleared, 
as far as that is concerned. We have no thought as to whether we 
would make the same recommendation again in view of changed condi 
tions at this time. 

Mr. Mits. I am very much interested in Mr. Simpson’s inquiry of 
a few minutes ago about what you might do when you come to the 
realization, as the Secretary I think has vividly pointed out to us, of 
the possibility that this unbalanced-budget situation may extend into 
the next calendar year, maybe even into the next fiscal year, beyond 
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the one that is coming up. If we are to take a bad tax now, solely 
because of the unbalanced budget we have, then surely your organiza- 
tion would have to come forward with some suggestion for either a 
continuation of the excess-profits tax, to make up for the difference, 
or else some substitute for it. 

Now, are we getting ourselves into the position, by advocating a 
continuation of this tax for 6 months more, because it is easy to do, 
in order to have a balanced budget, of your organization coming in, 
along with other organizations, and urging upon the committee the 
enactment of a general sales tax even though we may have to admit 
or you folks may have to admit then, and before the committee, that 
itisa bad, un desirable, and vicious kind of a tax. Are you weakening 
us on this issue of viciousness and unfairness, to the point where we 
will then be willing to accept that kind of a tax? 

Mr. THomson. Our committee is now studying this question of long 
range tax reform. We are delighted that you are going to start hear- 
ines on that subject, as we understand it, in the near future. We 
anticipate that we will come out with a statement in the latter part 
of this year that will give our views on long-range tax reforms. 
Specifica! ly on the question that I do not think is possible, and I hope 
it is not possible, that anybody has a view to the excess-profits taxes 
being gris o after December 31, or having to find additional reve 
nue at that time, we have been issuing these annual policy statements. 
We will be issuing one the beginning of 1954. We will be de: aling 
with that situation of revenue for the current year, and the state of 
the budget at that time. We will make our recommendations at that 
time. r 

Mr. Mrius. Mr. Thomson, with all due deference, I begin to fear 
a little bit when organizations come to the committee charged with 
the responsibility of writing tax bills, the committee that has always 
endeavored to be fair and just, saving, “You made a mistake in the 
first place when you passed the law. But because of the end result 
we have out here, the alternative of an unbalanced budget, we should 
continue an unjust and vicious proposal.” 

[ sav I begin to fear when we are faced with the only alternative 
of this or that, we find ourselves in this position here today of a fixed 
hard rule being laid down by the Treasury Department. It is this 


or nothing. You heard the testimony. And followed by businessmen 


who have, for years, experienced the American way of life, interested 
in preserving the American way of life, kowtowing to the principle 
and he proposition suggested. ‘ 

Congress used to be crticized in the past on occasion for being a 


ru bberst: ae to the suggestions of the Treasury. But now I find a 
business organization coming in here saying that the Treasury is 
exactly right, we have to do this, we want this continued, it is the only 
fair thing to do even though in doing it you create or continue a 
vicious and unfair situation. 

I begin to worry a little bit. Why cannot we do this thing, accom- 
plish the result that you have in mind, the balancing’of a budget, work 
in that direction and all of us are interested in it and want to do it, 
why cannot we maintain our revenues at the levels they are now if our 
economy continues at this level, the present rates, anyway, and not 
have to continue an unfair type of tax, as you call it? Isn’t there some 
alternative? You say you have been studying a lot of things. I was 
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in hopes that you could tell us an alternative, and not follow along in 
the same reasoning of the Treaury that there is no alternative, and 
nothing else we can do. 

Mr. Tuomson. Again, I think that there is an appearance cf an 
alternative that I don’t take. Here is actually the situation: We have 
discussed the Treasury’s position as a hard and fast rule. We have 
discussed some Congressmen’s positions in favor of doing thus and so. 
My analysis of the situation was just this, that we said in our state- 
ment that we thought that you could cut the expenditures more than 
you have. But they have not been cut and the excess-profits tax 
happens to be the first one of these taxes that came up. And dealing 
with it, because it came up for either continuance or expiration, and 
in view of the administration’s budget message, and in the absence of 
any other policy before us for cutting expenditures further, you had to 
deal with it as a reality. 

Mr. Mitts. You talk about a reduction in the budget. The Congress 
has not acted upon all of the requests by any means. The House of 
Representatives still has a number of appropriations bills to be con 
sidered. You refer, of course, to the budget reductions of the Truman 
budget, when you say a reduction in the budget. That is the adminis 
tration’s opinion of what we should spend. But that is not the Con- 
gress’ opinion of what shall be spent, or the maximum of what shall 
be spent. 

Now, maybe that figure will be a lot less than the administration 
proposes. So I trust that you, representing a great organization of 
businessmen, will not just give up the ghost here, and say that we have 

this bad situation, “We are fearful of what may happen if you don’t 
crucify us with this tax.” 

[ hope that that will not continue to be the attitude. And when we 
get to writing the tax bill for the next year, or whenever we do, this 
reform that we intend to institute, I hope you will help us to consider 
these things on their merits an not say that we should continue a 
vicious and unwise program. I am sure your organization will help 
us as best it can. 

Mr. Tromson. We certainly will, Mr. Mills. May I just read a 
statement from this large policy statement that emphasizes that point ? 
[I am reading from page 9 of this full statement you have: 


The revised budget 


That is what the administration would come in with in regard to 
the previous administration’s recommendations— 
with such additions or substitutions as Congress may make, should be the basic 
for estimating what schedule of tax reduction can be afforded in 1953, without 
incurring a tax deticit under conditions of high employment. If expenditures 
are reduced enough so that the schedule of tax reduction provided by exitsing 
law is consistent with balancing the budget, that schedule should be followed. 

We would be hoping you would go further ahead. 

If this essential and in our judgment attainable goal of expenditure reduc- 
tion is not achieved, a choice must be made between a cash deficit and high 
employment and some postponement of tax reduction. 

We said that this reduction was essential and in our judgment an 
attainable goal. So we are going to pursue the subject further and we 
hope Congress will go ahead and cut them more than anticipated i1 
that budget. 
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Mr. Mixts. I do not want you to think that I am criticizing you. I 
commend any one who takes a courageous stand as you have that the 
budget be balanced, and even if you have to go to the extent of “hurting 
us,” balance the budget. You cannot quarrel with a man who is taking 
that kind of an attitude. 

The CuHatrmMan. Mr. Mason will inquire. 

Mr. Mason. I think every one agrees on the one premise that you 
laid down, and that is that a cash budget, our cash budget, should 
be balanced. I agree with that heartily. I know every member of 
this committee does, and I think the public in general agrees with 
that. 

Now, then, with that premise, your whole statement is based upon 
the assumption that we cannot cut expenditures any further than 
what we have or what the President says, and therefore in order to 
keep that cash budget, we have to continue the present taxes, and so 
forth. That is an assumption that some of us in Congress do not 
agree with. We think we can cut the budget, 3, 4, or 5 billion more, 
and then let these automatic cutoffs in the taxes take place. 

[ want to ask you this question: Instead of these automatic cut- 
offs being extended, as you say you feel it is necessary under the con- 
ditions, why have you not considered some new sources, such as we 
have had testified before us for several days? Practically every in- 
dustry has come in and said, “If this excess-profits tax ends, and we 
can carry on our expansion program, we will pay then 3 times, 4 
times, and 5 times as much into the Federal Treasury as we expect 
to pay under this excess-profits tax if it is continued.’ 

They have stated that, and so many of them have stated it, and 
they have been specific in stating it. 

Now, then, if we can take the shackles off these new fast- growing 
industries, permit that expansion, and we can get $5 next year for 
every dollar we lose this year, would you not say that was a rete 
good business proposition? Is that not what businessmen do? 

Mr. THomson. If it would all work out the way you said, that would 
just be fine. I think, as I see this question, it is a question of timing 
and of judgment. So far as a committee like ours is concerned, o1 
an individual, you have to say that knowing the administration’s 
budget in March or April and going on what their estimates are as 
to what can be cut, then what do you do? On the basis of that infor- 
mation, and the lack of evidence yet, Mr. Mason, and goodness knows 
I hope you can work it out, that you can make this : additional $31/, 
billion cut, we have said that, at a matter of judgment, you take wthnt 
we think is the lesser evil of the two courses, and particularly being 
now convinced that the excess-profits tax is going to be a dead law 
December 31, and I hope will not be raised again. 

Mr. Mason. Of course there is no guaranty that it will ever be a 
dead law if we do not get a balanced budget, any more so next 
January or next July than it is now. But let’s consider this: I am 

businessman. I make an expenditure, I borrow money and make 
an expenditure this year, and I am in the red this year. But I know 
from my epee that I am going to get $5 in next year for $1 
that I am going to be in the red this year. Should we run our 
Government on the same business principles? 

Mr. TuHomson. Well, that is a matter of degree, and it is matter 
of cooperation between the administration and Congress. 
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Mr. Mason. No, it is a matter of administration permitting this 
expansion to take place. 

Mr. Tuomson, Well, the Congress will finally determine this ques- 
tion, though. And there is another point, and again these are matters 
of judgment. And the reason I said to Congressman Reed that I 
have so much respect for your committee in your facing of this 
problem, is that there are factors that are hard to appraise. And if 
you get all the figures and all the witnesses before you in the world, 
in my judgment you are going to come back not to figures but to 
prine ‘iples. 

Mr. Mason. We are forgetting principle if we extend a bad tax. 

Mr. THomson. Let’s say the greater principle, then. But let’s take 
this matter of balancing the budget. I am interested in small business. 
I agree with anything that anybody can say as to the Congress passing 
laws that will always make it possible for a new man or a small 
business to get in and have a fair chance to succeed and keep what he 
gets. Well, that same small businessman, undoubtedly, has been very 
much worried and would be concerned in the future if the dollars 
were to fluctuate up and down. 

Mr. Mason. You mean the value of the dollar? 

Mr. THomson. Yes. I would think that if I were a small business- 
man today, I would be saying this to myself: “This Congress is for 
sound fiscal policy and balaneing this budget. This Congress and this 
administration, therefore, are giving the best assurance the vy can phon 
I am dealing with a relatively stable dollar over the next year or two, 
and therefore I can figure on that. I do not have to Nana on the 
bad effects of a dollar depreciating in value.” 

I would think that at the moment I would go along and think they 
are going to reduce my taxes as soon as they can and do it on a sound 
basis. That is my own interpretation of what I would think about a 
emall-business man. I would put the matter of the stability of the dol- 
lar through a balanced budget as being entitled to a lot of weight as 
compared to the evils of the excess profits tax, which does hurt small 
business and there is no question about it. 

Mr. Mason. Well, I still come back to the main premise, and that is 
if we do not take the shackles off small, fast-growing businesses, and 
ermit them to expand, the Treasury next year will suffer, the small- 
Benita man suffers, and the whole national economy suffers. That is 
my attitude. 

Mr. Tuomson. I see. 

Mr. Mason. That is all, Mr. Chairman. 

The Cuatrman. Mr. Byrnes will inquire. 

Mr. Byrnes. Mr. Thomson, first I would like to get your reason as 
to why in talking about the importance of a balanced cash budget, 
you include as part of that cash budget the income that comes into the 
old age and survivors insurance trust fund. The reason I wonder 
about that is that it seems to me that the inclusion of this money in a 
cash budget leads to a situation where you can have a balanced cash 
budget and still be going a billion or two billion dollars into debt each 
year as far as the national debt is concerned. Can you not? 

Mr. THomson. That may be correct as to the debt owned by the trust 
funds. 
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Mr. Byrnes. As far as your outstanding public debt is concerned, 
if we use your definition of a cash budget, we could have the budget 
in balance but still be increasing the public debt. 

Mr. THomson. Yes, it is an increase in debt. I agree with you on 
that. But it is debt of a special kind, owed to the trust funds. 

Mr. Byrnes. Is not that what we should be worried about ? 

Mr. THomson. Just again from the standpoint of my approach to 
your question, there is the administrative budget that you have, and 
you have the cash budget. The cash budget “deals with all the re- 
ceipts of the Government and the administrative budget does not. 
Both of those budgets have their place. It has been the CED's posi- 
tion that when you are thinking about the tax system in relation to its 
whole economy, that you ought to take all of the money that the Gov- 
ernment takes from the economy into consideration in determining a 
tax rate. That is the reason that CED has said that for the purpose 
of fixing taxes you ought to deal with the cash budget. Now, if you 
got to the point when your social security was absolutely i in balance, 
you see, then you would not have that large difference between the 
cash and administrative budget. 

Mr. Byrnes. That is right. 

Mr. Tuomson. But at that the moment with the social security pro- 
ducing a surplus, the cash budget does result in less deficit than the 
administrative budget would result in. But, again, from the stand- 
point of fixing tax policy, we have felt that you Y ought to try to get a 
stable tax rate system that. was geared to a high economy, and that 
businessmen could know about. Granted you cannot overcome all 
of these fluctuations in the economy, the rates would not be changed 
to balance the budget by increasing the tax in a depression, we will say. 
By the same token, if you were measuring the effect of what the Gov- 
ernment took, then you ought to measure on the cash budget, and that 
is without any criticism of the administrative budget as a basis for 
consideration by the administration. 

Mr. Byrnes. I can agree with you, except to the point that I think 
we would be on a sounder basis if we left out of our cash budget, that 
cash that comes into the budget that the Government does not have the 
right to use in its general operations, except as it sells a bond to ac- 
quire that cash. Is that the situation as far as your social security 
turst fund is concerned? The Government cannot use that money ex- 
cept as it takes a bond, or an IO U and puts it into that fund and takes 
out the cash for it. In that process, it increases the overall] national 
debt. 

Mr. Tuomson. That is true by law, because I understand the social 
security fund has to put their money into Government bonds. But 
if that were not true, the Government would still have to put the 
surplus into something, and presumably they would put it into 
Government bonds. 

Mr. Byrnes. But it has nothing to do with the general operations 
of the Government. 

Mr. Tuomson. But nevertheless it is income taken from the economy 
and if it produces a surplus, it is a fact you have to deal with. 

Sure, if you are a conservative businessman, you would say “Let’s 
look at this both ways.” And you would take into account the larger 
deficit of the administrative budget. But over a period of time, CED 
has felt that the cash budget is a better measure for determining tax 
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rates because you may have other things than social security that come 
into that same category before you get through. I do not ‘know wha 
they are, but you may ‘have others. Therefore, we s say you must con- 
stantly keep in mind in fixing tax rates, what the total take of the 
Government is from the economy as a whole. 

Mr. Byrnes. You would say as long as the cash budget was bal- 
anced, even though you were adding to the national debt every year, 
that your situation would be greatly improved ¢ 

Mr. Tuomson. That is our position, and it also takes into account 
the inflationary effect, or noninflationary effect, of balancing the 
budget. 

Mr. Byrnes. Now as I understand it, your principal emphasis in 
asking for a balanced budget and the tax program that will produce a 
balanced budget is the inflationary effect. 

Mr. Tomson. That is right. And stability in the economy. 

Mr. Byrnes. It is my understanding that that is the justification 
you made to Mr. Mason, for instance. 

Mr. THomson. That is correct. 

Mr. Byrnes. And that small business should be concerned about 
the stability of the value of their dollar, and be willing to subject them- 
selves to an excess profits tax if that will assure that stability. 

Mr. Tomson. My own impression is that given a knowledge of the 
rules and continuance of fairly equitable rules, businessmen could 
adjust themselves to rules quicker than they can to changes in 
fluctuations. 

Mr. Byrnes. I will come to that in a second, too. Now, let’s stay 
with this one thing, and that is that your principal objective is the 
avoidance of the infls ationary factor which results from an unbalanced 
cash budget. Now, you admit, certainly, that the excess profits tax, 
as a tax, is the most inflationary type of tax you can possibly have, 
do you not? 

Mr. THomson. It is a very inflationary tax. There is no question 
about it. It is less anti-inflation: ry than other taxes 

Mr. Byrnes. All right. Now, is it your feeling that an additional 
$800 million of debt is more inflationary than 6 months of this highly 
inflationary tax? 

Mr. THomson. Well, the answer is “Yes,” but it is not a figure 
answer. It isa question of, as we go forward with a difficult problem, 
und with choices we have to make from day to day that none of us 
would like to face up today, whether you sti ick to that overriding prin- 
ciple of balane ing the budget, or whether you say we will overlook 
it on this point, because this is a very bad tax. 

Mr. Byrnes. Well, not only just because it is a bad tax, but one of 
the reasons it is bad, from an overall picture, is because it is infla- 
nto You, yourself, know that anybody in the excess profits 
bracket is de: aling with 18-cent dollars instead of 48-cent dollars. 

Mr. Tuomson. That is correct. 

Mr. Byrnes. When any business starts operating with that back- 
ground, you are going to have inflation creep in; are you not ¢ 

Mr. Toomson. Well. you can have it. My own knowledge : and ex- 
per ience is that business generally is not going ahead on that} principle. 
Undoubtedly some are. You can have it, but I would not say you 
have it. 
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Mr. Byrnes. You do have it, though, really, do you not? Not in 
every business but most businesses when they think in terms of 18-cent 
dollars have a different attitude toward expenditures. 

Mr. THomson. It is a great temptation, I will put it that way. 

Mr. Byrnes. And most of them yield to it, do they not? 

Mr. Toomson. Well, I am a little bit concerned because our corpora- 
tion owns the control of 70 banks, and 80 percent of them are small. 
Firty-one out of 70 banks are small banks and paid excess profits tax 
last year. As I see the operation of those banks, and they run their 
own affairs, they have resisted the temptation, and I think there are 

1 lot of people who have resisted the temptation to consider it was 
an 18-cent dollar they were dealing with. 

Mr. Byrnes. The excess profits tax is also a tax on expansion. 

Mr. THomson. That is right. 

Mr. Brrnes. And of course anything that restricts production or 
expansion is inflationary. So, as I understand it, you have two factors 
that will encourage inflation: One is the excess profits tax; the other 
is the debt or the failure to arrive at the cash balance. 

Now, you weigh the two in the balance and find out which you think 
is the most inflationary, is that it? 

Mr. Tuomson. That is right. 

Mr. Byrnes. And it is your judgment that the least inflationary is 
an extension of the tax for 6 months? 

Mr. TrHomon. By all means. 

Mr. Byrnes. Is it really crystal clear that one is 

Mr. Tuomson. I think it is very clear, and our committee felt that 
it was. You see, our statement was unanimous on that point of bal- 
ance the budget first. Two members of the committee, and each mem- 
her of our committee has to either indicate he is going along with 
the statement or put a foonote. Pwo of them said they would find 
better ways of getting that money. But sy y all went along unani- 
ously on the principle you ought to balance the budget first. 

Mr. Byrnes. I cannot disagree with that waeuend at all. That 
has been mine. But I am wondering whether you can measure the 
end result, namely to prevent inflationary pressures, by saying “Well, 
I am going to balance the budget but I am going to do it with an 
inflationary tax.” 

In my own judgment, I wonder where you would come out on that. 

Mr. Tuomson. I cannot substantiate that, but what information 
I have received, and my own impression, is that the effects of wrong 
use—not the wrong use but of thinking loosely—of an 18-cent dollar, 
have already been felt, and you are not going to get much from now 

, for 6 months. 

Mr. Byrnes. The fiscal year of some corporations may not begin 
until after July first. 

Mr. THomson. I do not think there is as much inflationary effect 
in other words if the excess profits tax were continued for another 
6 months as there was 2 years ago, or as you might think. 

Mr. Byrnes. And the full 30 percent rate? 

Mr. TuHomson. That is right. 

Mr. Byrnes. As compared to a 15 percent excess profits tax ? 

Mr. THomson. Yes. 
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Mr. Byrnes. You heard the last witness, I believe, Mr. LeSourd, 
talking about the situation in which the Superior Cement Co. was 
involved ? 

Mr. Tuomson. I did not hear the opening of that, unfortunately , be 
cause I had to take a long distance call. I did not hear the start of 
that discussion. 

Mr. Byrnes. Then maybe I better ask the question generally: Do 
you believe that the committee is justified in ignoring and overlook 
ing extreme injus stices that result from the present excess profits tax 
law ? 

Mr. THomson. Our committee did not deal with that question spe 
cifically, but practically—and speaking now as an individual—lL would 
think that this Congress, where it found an extreme injustice, would 
always be prepared to deal with that. The thing that I want to be 
sure of is that I do not leave any impression that I feel you can 
open the door, because I can tell you of 2 or 3 things that you ought 
to do to help the banking business, to help small “banks. My own 
position on that is that you cannot afford to open the door on excess 
profits tax relief without more time than you can ever take. pe would 
take you more than 6 months to go into them all. And if you get 
into the question of the many excess profits tax reliefs, you are not 
going to be able to do it in 6 months, and you will have opened the 
door so much that you would not know what you have in the excess 
profits tax law. 

But as to extreme injustices that come up, I would think the Con- 
gress would be prepared to deal with those any time. 

The Cuatrman. Mr. Curtis of Missouri will inquire. 

Mr. Curtis of Missouri. First, I would like to get one general 
statement out of the way: You talk about balancing the budget, and 
1 certainly could not agree with you more, and I try to carry that 
principle out. However, I do not believe it does any good to balance 

1 budget based upon an unrealistic i income, an income that is actually 
derived from undermining the economy. It seems to me the first 
thing you have to do, if you balance a budget, whether you are a pri- 
vate person, a business or a government, is to try and figure out 
what your realistic income can be. 

Once having determined what your income can be, then you try to 
fit your expenditures to that. But in all of this discussion through- 
out the country and here, I regret to say, every one talks about bal- 
ancing the budget and ignoring what our income might be, our real- 
istic income. Would you agree with my presentation, that for a 
budget to be balanced and to mean anything, it has to be based on a 
realistic income, does it not ? 

Mr. Tomson. Let me ask you, what do you mean by realistic in- 
come, Mr, Curtis? 

Mr. Curtis of Missouri. That is what we are talking about, a tax 
take that undermines our economy is not a realistic income, because 
it ultimately is going to, using the word undermine in its real sense, 
undermine the budget. You could balance the budget with a capital 
levy, could you not - 

Mr. THomson. Yes. 

Mr. Curtis of Missouri. I do not believe you would advocate that, 
would you? 
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Mr. Tomson. I would agree with your general proposition. If 
I may, I would like to say “that in thinking of that, I think that 
you have to consider the long-range effect of these t taxes, and I think 
that the Congress has indicated that they are going to consider the 
real income, as you put it, the effects on the economy of taxation. 

As to the specific question before us: CED feels quite strongly 
that in view of the fact you are going to deal with these long-range 
factors a little later, you can let the excess profits tax go for another 
6 months. As to the general proposition, I agree with you a hundred 
percent. 

Mr. Curtis of Missouri. In other words, you say immediately we 
do not want to look at the source of our income, even though that 
might be causing us more damage than this unbalanced budget. I 
can not agree with you, sir, because even though you might reach a 
different conclusion than I do, about how much ‘damage an unrealistic 
income is doing us, I think you must recognize that that can be as 
serious a problem as the unbalanced budget. Ultimately the only 
way to get a real budget that means anything, is one based upon 
a realistic income. I think that there lies my difference between the 
approach of the Treasury and, incidentally, your approach, sir. The 
thing that bothers me is that there has been no study made or no 
concern, really, given to whether or not this is such an unrealistic 
income, such an unrealistic take that it is going to cause us more harm. 

Now, sir, on the group of men on your research and policy com- 
mittee, they are certainly splendid men. In fact, I serve on a board 
of trustees with three of them. On the other hand, though, looking 
through there, I do not see one of them whom I would say represents 
a small, growing or new type of business. On the contrary, I see 
representatives of the largest companies in this country. All of us 
derive our knowledge of things to a large extent from our personal 
experiences. I wonder how much study was given by your committee 
andyour research staff to the problems of new and growing companies 
in the overall economy of our country, in particular respect to the ex- 
cess profits tax and its evils. 

Mr. Tuomson. Mr. Curtis, some years ago CED made what was 
considered, I believe, one of the most valuable research studies in 
regard to small business. I am going to send you a copy of the book 
that came out and of our policy statement. But in general—— 

Mr. Curtis of Missouri. When was that made, sir? 

Mr. Toomson. About 3 years ago. 

Mr. Curris of Missouri. That was before this present excess-profits 
tax went on. Has that been continued up to date to reflect the effect 
of the actual tax on small and growing and new businesses ? 

Mr. Tompson. No; the study has not been kept up to date. But the 
fact that we made this study and put in a year’s time on it indicates 
that we did attempt to take into view the problems of small business, 
and we are aware of them. 

Mr. Curtis of Missouri. Let me go on with*my questions, because I 
am trying to get to a point, if I may, that perhaps you can clear up. 

Have you followed the hearings on the Small Business Committee, 
for example, in studying case histories of the impaet of the excess- 
profits tax on these small, grow ing—and some of them now are smal] 
in the sense that they are not our giant corporations, but certainly 
employ thousands of people in some instances. 
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Mr. Tompson. I cannot say that I have followed them consistently, 
Mr. Curtis. 

Mr. Curtis of Missouri. Has your committee given any considera- 
tion—I guess they haven’t because you say they already formed their 
opinion before hearings were held either by the Small Business Com- 
mittee or this committee—on this particular problem? They did not 
consider the case histories of these people who testified before us. 
You did not have those case histories available in making your 
decision ? 

Mr. THomson. No, but our committee members are familiar with 
that subject. 

Mr. Curtis of Missouri. How can they be, sir? We are talking 
about a specific tax as it affects small, growing businesses, and new 
businesses that have been in effect since 1950. Your study was before 
then and we are talking about what the impact of the tax has been on 
this particular aspect of our overall economy. I have not found that 
the Treasury Department has made any study of it. I appreciate the 
background, and I think that is fine, but this committee is concerned 
with specific problems. 

I asked those preliminary questions because I had these two things 
in mind: One is this fact, that many of these new companies that have 
gone into new fields, in their expansion program have found that they 
could not capitalize sufficiently their expansion, and had to go to 
either banks or to get new stockholders, and even in those instances 
they found they could not keep going because the money that they 
normally would have plowed back into the business was taken in 
taxes. 

The result is that the third source or third solution to the problem 
of growth is that your bigger companies have been buying up these 
small companies, and there are many instances of that throughout 
the country, at fancy prices. Those fancy prices can be offered by a 
big company that is not as efficient, that might have losses on its 
books, so in effect they have been buying them up with what would 
have been Uncle Sam’s money. When I see big businesses, as fine as 
they are, come in and testify—incidentally I would have been a little 
more reluctant to bring this out if it had not been for the testimony 
of Mr. McCabe who I see is one of your committee members on 
yesterday—the fact that the big businesses who do a lot of this buying 
up, and have been doing it, are advocating that this continue. 

I will tell you, it is somewhat as if the tiger were testifying in behalf 
of the lamb. It in effect is asking that ‘the season on lambs be ex- 
tended another 6 months. I am more convinced of that when I find 
that no one has been making this study of the effect of this excess- 
profits tax on this most vital part of our economy, and in fact the 
statement has been made that those of us who are interested in this 
vital part of the economy are pleading for a special interest. 

I assure you, sir, I am not interested in any group or any individual 
of a group. I am interested just as much as I know you are, and I 
know the administration is, in the overall oes of our economy. 
But it seems to me we are going about it in the wrong way. 

Mr. Tuomson. In our full statement that we made, we have this 
sentence: “The excess-profits tax is a tax on growth, on efficiency, on 
initiative, on risk taking, on new enterprise and small business.” 

So we agree with you a hundred percent. 
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Mr. Curtis of Missouri. Yes, I appreciate that; but do you go along 
with what has actually happened; are you familiar and is your com- 
mittee familiar with the number of companies that have been bought 
up, expanding companies, good, healthy companies, that have been 
bought up by a larger company simply because of the economic con- 
dition that this tax has created? 

That is the thing that concerns me. 

Mr. THomson. I am familiar with those problems through our own 
business. 

If we had the time, I could tell you of the situations where citizens 
of the community have come to us and said, “Will you start a bank 
in this community?” Then we go ahead and do a job. Then I go 
down and talk to those directors and officers, when they have an 82 
percent tax facing them, because they have done the job and have 
made some money. 

I am entirely in accord with you, although maybe I didn’t put as 
much emphasis as I should where it belongs. Maybe I didn’t study 
it as mucsh as you did on the excess- profits tax, but I am entirely in 
accord with you as to the problem of small business. 

Mr. Curtis of Missouri. You understand I am not pleading because 
of small business. I am pleading because that is a vital, necessary part 
of our economy. If that is destroyed or its growth is hampered, the 
adverse effect on our overall economy is what I am concerned about, 
not because it is small business, or any group. 

Mr. Tuomson. In this long-range statement that we are going to 
bring out in the latter part of “the year, where we deal with the reform 
of the tax system and the question of incentive and equity and sound 
fiscal policy, we will be dealing with that consideration you speak of. 

Mr. Curtis. Yes, sir. [ think if you had made that study you would 
not be here and testifying and asking us to extend this season on the 
lambs for another 6 months. 

Would you agree with Mr. Folsom’s statement that we should not 
correct inequities in this tax because we need the money? Is it true 
that the bulk of that tax money that is coming in would not come in 
if we corrected the inequities ? 

I am not now talking about the overall effect; I am now talking 
about specific inequities, some of the many that I have heard in this 
committee and that I have heard over a period of 2 years in the Small 
Business Committee hearings. 

Mr. THomson. I think I answered that question when I said that as 
to extreme injustices I would expect the Congress to consider those at 
any time. 

But again applying it to a particular situation, there are inequities 
with relation to banks that I am familiar with. 

My position in regard to those is that those are not sufficiently im- 
portant in the public interest to be dealt with for the 6 months during 
which the excess profits tax is going to continue. 

So I differentiate between the extreme cases and broad policy ques- 
tions, and I am concerned about any general attempt to remove all the 
inequities of the excess-profits tax in the time you have before you. 

Mr. Curtis of Missouri. I can appreciate that argument, because, as 
you say, there are many inequities in other taxes, and I agree with 
Secretary Humphrey on that, too, that this is not the time to start 
correcting inequities as such, because the job is so tremendous. 
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But I was alarmed at the principle that this Government would 
ever want to collect taxes that are unjust, that we never intended to 
impose, just in order to get the money in. If we go to that point of 
view, I agree with the previous witness that we are going to kill the 
goose that laid the golden egg and, indeed, we will have undermined 
the American economy to such an extent that this $800 million we are 
talking about would be completely insignificant. 

Mr. THomson. I am clearly in accord with your ideas and your 
principles. 

Mr. Curtis of Missouri. Thank you, s 

The CHarman. Mr. Eberharter. 

Mr. Exvernarter. The Secretary of the Treasury suggested that we 
make a one-package deal, three propositions : Continue the corporation 
tax which is due to be reduced on April 1, 1954, continue for 6 months 
the excess profits tax, and also continue the present rate of excise taxes 
in this one bill. 

Do you go along with him on that? 

Mr. THomson. At the moment, that is not a matter we have dealt 
with, but our statement did not go along with that philosophy, and I 
would hope that the expe »nditures could be such that that decision could 
be reconsidered after the first of the year. 

Mr. Esernarter. He definitely said, in answer to a question of mine, 
that we should put three propositions in this deal. 

In considering that, do you want to say you agree with the Treasury 
on that at this time, or disagree with the Treasury at this time. 

Mr. Tuomson. I would hope that you could do better than that 
indication, on the basis of further reduction in expenditures. 

Mr. Esernarter. And not act at all right now on the repeal of the 
termination dates? 

Mr. THomson. I hope you would be able to better and reconsider 
that position. 

Mr. Esernartrer. Then you disagree with the Secretary of the 
Treasury in those other two matters; is that right ? 

Mr. Tuomson. I am hoping you will do better than that; yes, sir. 

Mr. Esernarrer. Thank you. 

The CuarrMan. There is one subject that has been brought up on 
which we would be glad to get your opinion. 

Do you figure that if there is an armistice in the Korean war within 
the next 2 or 3 weeks that that would make it possible to cut down 
expenditures by $2 billion ? 

Mr. Tromson. All I see that anybody can do is to give an opinion, 
Mr. Chairman. And the information that I have is that it isn’t going 
to cut down expenditures enough to warrant any radical change in 
your policy. 

And when I read the papers and I see that Congress thinks that the 
cuts in the military, for instance, are too much now, I am inclined to 
think that that is not a practical thing for me to think about as a basis 
for getting further reduction in taxes. 

Now, that is an opinion, and that is all I can give you. 

The Cuarrman. In other words, your opinion ‘and ‘perhaps that of 
others, from what we have heard—and I should judge it was the 
opinion of the administration—is that it does not make any difference 
in the expenditures whether we continue at war, or stop the war? 
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Mr. Tromson. It make some difference, but not a material differ- 
ence. And I am not able to place it at this time. 

The Crarrman. I would like to ask you a question about your 
research here. 

You have a secretary of your research policy committee named 
Robert F. Lenhart; have you not ? 

Mr. Tuomson. Yes, Mr. Chairman. I think he is in the room, by 
the way. 

The Cuarrman. Mr. Lenhart, at any time after it was decided by 
the administration to extend this excess profits tax, were you requested 
to send out telegrams to the businessmen of this country, various 
corporations and so forth, to back the President in his proposal 4 

Mr. Lennart. No, sir. 

Mr. Tomson. That would be definitely against CED’s policies. 

The Cuarrman. That is what I want to know. 

Mr. Tuomson. That is correct. 

The Cuarrman. In order to keep the record perfectly straight, I 
would like to say I have the list here that was in your publication, your 
tax and expenditure policy for 1953. I have one of the pages here 
that I questioned you : about, the ¢ omposition of the research and policy 
committee, which I think is about 37 prominent firms, including your 
own. 

Mr. Tuomson. That is right. 

The Cuarreman. I believe that in answer to my question you said 
that each one of these men was against the excess profits tax. And 
you qualified it, of course, to the extent that they approved the report 
which you presented. Is that right? 

Mr. Tromson. Yes. 

I see it is indicated by the statement. I would go further and say 
that those gentlemen, as far as | know them individually and as mem- 
bers of this committee, are opposed to the excess profits tax. 

The Cnairman. Thank you very much. That is what I want to 
know. 

And at this point, I would like, without objection, to insert the 
names of the members into the record. 

(The material referred to follows) : 


RESEARCH AND Porticy COMMITTEE 


Krazar B. Wilde, chairman, president, Connecticut General Life Insurance Co., | 
Hartford, Conn. 

J. Cameron Thomson, vice chairman, president, Northwest Bancorporation, 
Minneapolis, Minn. 

Elliott V. Bell, chairman of the executive committee, McGraw-Hill Publishing Co., 
Inc., New York, N. Y. 

John D. Biggers, president, Libbey-Owens-Ford Glass Co., Toledo, Ohio 

James F. Brownlee partner, J. H. Whitney & Co., New York, N. Y. 

Charles 8. Cheston, Philadelphia, Pa. 

S. Bayard Colgate, honorary chairman of the board, Colgate-Palmolive-Peet Co., 
New York, N. Y. 

S. Sloan Colt, president, Bankers Trust Co., New York, N. Y 

Gardner Cowles, president, Des Moines Register and Tribune and Cowles Maga- 
zines, Inc., New York, N. Y. 

Jay E. Crane, vice president, Standard Oil Co. (New Jersey), New York, N. Y 

Harlow H. Curtice, president, General Motors Corp., Detroit, Mich. 

D. W. Figgis, director and former chairman of the board, American Can Co., 
New York, N. Y. 

Clarence Francis, chairman of the board, General Foods Corp., New York, N. Y. 
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Philip L. Graham, president and publisher, the Washington Post, Washington, 

w. SC: 

Robert Heller, president, Robert Heller & Associates, Inc., Cleveland, Ohio 
Amory Houghton, chairman of the board, Corning Glass Works, Corning, N. Y. 
Thomas Roy Jones, president, Daystrom, Inc., Elizabeth, N. J. 

Ernest Kanzler, chairman of the board, Universal C. I. T. Credit Corp., Detroit, 

Mich. 

Meyer Kestnbaum, president, Hart Schaffner & Marx, Chicago, Ill. 

Sigurd S. Larmon, president, Young & Rubicam, Inc., New York, N. Y. 

Roy E. Larsen, president, Time, Inc., New York, N. Y. 

Fred Lazarus, Jr., president, Federated Department Stores, Inc., Cincinnati, Ohio 

Leroy A. Lincoln, chairman of the board, Metropolitan Life Insurance Co., New 
York, N. Y. 

Thomas B. McCabe, president, Scott Paper Co., Chester, Pa. 

Fowler McCormick, Scottsdale, Ariz. 

Don G. Mitchell, president, Sylvania Electric Products, Inc., New York, N. Y. 

George L. Morrison, chairman of the board and president, General Baking Co., 

New York, N. Y. 

Howard C. Petersen, president, Fidelity Philadelphia Trust Co., Philadelphia, Pa, 
Philip D. Reed, chairman of the board, General Electric Co., New York, N. Y. 
Nelson A. Rockefeller, New York, N. Y. 

Seardsley Ruml, New York, N. Y. 

Harry Scherman, chairman of the board, Book-of-the-Month Club, Inc., New 

York, N. Y. 

S. Abbot Smith, president, Thomas Strahan Co., Chelsea, Mass. 
H. Christian Sonn, chairman of the board, Amsinck, Sonne & Co., New York, N. Y. 
Alan H. Temple, executive vice president, the National City Bank of New York, 

New York, N. Y. 

Theodore O. Yntema, vice president, finance, Ford Motor Co., Dearborn, Mich. 
J.D. Zellerbach, president, Crown Zellerbach Corp., San Francisco, Calif. 

The Cuamman. Do you have any questions, Mr. Simpson ? 

Mr. Srmpson. Mr. Chairman, I have 1 or 2 questions with respect to 
the names on that list. 

I have gone over them, and certain ones of them have spoken to me 
personally. Some others, through their attorneys or through lesser 
officers of their corporations, have appealed for assistance in connec- 
tion with amendments to the excess profits tax law to have the effect 
of giving them relief by removing certain inequities, what they 
consider inequities as applied to their corporations. 

Can you tell me whether those individuals would like to have relief 
provisions included in ths bill, if it were extended ? 

Mr. Tuomson. I don’t know what they asked for, Mr. Congress- 
man, and I can’t judge as to the merit of what they did ask. 

I would not have any opinion on that. 

Mr. Simrson. Did they not comment, in your various meetings, w ith 

respect to the wisdom of passing the law, including relief provisions ? 

Mr. THomson. I am not sure that that point was discussed. I 
wouldn’t be able to tie that down to any individual and the statement 
did not take that into account and did not make a recommendation 
on that point. 

Mr. Simpson. The committee did not make a recommendation on 
that point; isthat what you are saying ? 

Mr. Tuomson. That is correct. 

Mr. Simpson. Thank you, sir. 

The CuatrmMan,. Does that conclude your statement ? 

Mr. THomson. Yes. 

Thank you, sir, with best wishes to you and your committee. 

The Cuarrman. Thank you very much, both of you, for appearing 
here. 
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The next witness will be Mr. Henry C. Fechtmeyer, who will speak 
on behalf of the Federal Taxation Committee of the Wisconsin State 
Chamber of Commerce, of Madison, Wis. 

If you will just give your name and capacity in which you appear, 
for the record, sir, we will be delighted to hear from you. 


STATEMENT OF HENRY C. FECHTMEYER, COMPTROLLER, AMPCO 
METAL, INC., REPRESENTING THE FEDERAL TAXATION COM- 
MITTEE OF THE WISCONSIN STATE CHAMBER OF COMMERCE 


Mr. Fecurmryer. My name is Henry C. Fechtmeyer. I am comp- 
troller of the AMPCO Metal, Inc., and a member of and representing 
the Federal Taxation Committee of the Wisconsin State Chamber 
of Commerce. 

The members of the taxation committee are representative of busi- 
ness, agriculture, and commerce in the State of Wisconsin. 

Chairman Reed and members of the committee, we have prepared 
a formal statement which was submitted to this committee this 
morning. 

Unfortunately, most of it repeats what you have been hearing in 
these meetings all week, and rather than take further time in that 
regard, I would just like to give you a summary statement of our 
position. 

At the outset, let me state that the committee has authorized me to 
appear in opposition to the extension of the excess profits tax beyond 
June 30, 1953, the date on which it is presently scheduled to expire. 

The Taxation Committee of the Wisconsin State Chamber , like 
my company, has taken this position only after careful study of all 
of the pertinent factors at hand. 

We realize that the extension of the excess profits tax for 6 months 
would produce approximately $800 million. 

We are also mindful that the administration is working hard to 
achieve a balanced cash position in the Federal budget. 

We are heartily in accord with this action and believe they should 
be given all possible support by the Congress. Yet we ask that you 
let the excess-profits tax die on June 30 and bury it forever. 

In explaining this position, it is hardly necessary to point out the 
vicious nature of this tax. 

The Cuarrman. In other words, that reminds me of a story. Some- 
body asked if So and So had died and wanted to know what the 
complaint was. The answer was, “No complaint at all.” 

Mr. Fecutmeyer. We have plenty of complaints, sir. 

The Cuarrman. No complaint about the death. 

Mr. Fecutmeyer. It has been attacked and thoroughly discredited 
by members of the past administration, by all known tax authorities. 

And even during these current hearings, the very men who have 
appeared here asking for its extension have at the same time condemned 
this form of taxation. 

Just one issue has been raised in support of a 6-month extension. It 
was pointed out on Monday and today by Mr. Humphrey, Secretary 
of the Treasury, that the revenue was necessary and that it would be 
unfair to give tax relief to the small percentage of corporations 


affected by this tax. 
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We contend that for 3 long years this small percentage of corpora- 
tions has been forced to bear a prohibitive tax burden. The expira- 
tion of the excess-profits tax would more nearly equalize the tax posi- 
tion of competing companies. 

In the case of the excess-profits tax, tax relief will mean relief 
from wholesale discrimination and should not be delayed by so much 
as a day. 

If it is proved that the revenue is actually needed, and there is some 
doubt in this matter, it should not be secured by a confiscatory tax on 
a few corporations. 

Lastly, we submit that an early end to the excess-profits tax is in 
the best interests of the Government itself. It is an expensive act to 
administer, directly and indirectly, to the point of diminishing returns. 

Furthermore, the proposed extension of the excess-profits tax would 
double the Government’s contingent liability for refund under the 
carryback provisions of the act. 

In our judgment, this is a real and material consideration. 

That is all, gentlemen. 

The CHatrMan. Does that conclude your statement ? 

Mr. Fecurmeyer. That concludes my statement. 

The CHatrman. We certainly appreciate your appearance here, and 
I just want to say that you are very ably represented here on this com- 
mittee by Mr. Byrnes of Wisconsin. 

Mr. Fecutmeryer. We really appreciate that fact, sir. 


STATEMENT OF WILLIAM L. DOLLE, PRESIDENT, LODGE & SHIPLEY 
CO., CINCINNATI, OHIO, ON BEHALF OF THE TAX POLICY SUB- 
COMMITTEE, NATIONAL MACHINE TOOL BUILDERS ASSOCIATION 


The CHarrMaAn. The next witness will be Mr. William L. Dolle, 
president of the Lodge & Shipley Co., of Cincinnati, speaking on be- 
half of the tax policy subcommittee of the National Machine Tool 
Builders Association. 

Mr. Dolle, if you will give your name and the capacity of your 
appearance to the re porter, we will be glad to hear you, sir. 

Mr. Dottie. My name is William L. Dolle. I am president and 
general manager of the Lodge & Shipley Co. in Cincinnati, Ohio. 

Our company makes machine tools, but we confine ourselves to a 
particular machine known as a lathe. 

We employ approximately 550 people, to give you an idea. 

Before starting on this, I want to say that I am ordinarily opposed 
to making a statement or reading a speech. Usually I like to work 
from notes. 

But what I have prepared here I think is sufficiently important 
and there are points in here that even though it is not the way I 
would like to do it, I think it is better that I do read it, because it has 
been organized in a proper sequence. 

The CHamman. Thank you, Mr. Dolle. We can follow you very 
well that way. 

Mr. Dotie. The reason I brought that out is that if you do see that 
I deviate slightly from the wording in here, that it is not because I 
am changing my opinion, or anything. It is just because when I 
read it over myself out loud it sounded better with a few additions 
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into it than it did as it was written, which quite frequently happens. 

I would like to say at the outset that we are very much impressed 
by Secretary Humphrey’s statement and share his concern that nothing 
be done to harm our nat ional economy. 

Nevertheless, we feel compelled, because of the lmipact of the excess- 
pro fits tax on our industry, to make clear the effect it has had and 
the damage it does to national security by retarding the development 
oft machine-tool rese: rch, design, and proauction, 

The machine-tool industry is small business. There are at least 
20 corporations in the United States, each of which does more business 
annually than the entire machine-tool industry does at its peak. 

Our industry is composed of about 250 companies. A very few of 
them employ several thousand men, but the typical machine-tool 
company employs t ne 260 peo yple. 

Yet this industry, } | spite of its small size, 
the prosperity and th the dake nse of our col ntry. 

ve ry pr rduct of modern civiliz: ite is made o machine tools or 

lp ae iade machine tools. eedry military Weapon re- 
q ured for ‘Tel ) his nation requires Nn achine tools for its 
Ihe nufa ture. 

In World Wat LI, and again in the Korea ' , muchime tools 
have been the ke 11e vhole problem of rodu uy I cdetense. 

litary plan oO WN “asl mngton 3s today } ring more and 


more upon machine tools and hy *SS1T) nalhtamnine this In- 
qustry in a sound a nd progressiv O} 

l want to emphasize this point at the outset because it is directly 
related to the question as to whether the excess pronts tax should or 


should not be allowed to expire on June 30. 

In discussing this matter of taxes, | wish to make it clear that we 
in our industry are completely in sympathy with the announced 
objectives of the present administration to balance the Federal budget 


and get this country back on a sound financial basis. 
We know that to do this will require large continuing tax revenue. 
It is our contention, however, that the best interests of the Nation 
erved if the excess-profits tax is discontinued as of June 30, 

y revenue is raised by taxes that apply with equal 
fairness and justice to all business 

We object to the excess-profits tax as a method of raising revenue 
because it is unfair and inequitable in its : Sao 

From your knowledge of the excess-profits tax, 1 know that an 
industry which was on the whole prosperous during ihe 4 years 1946 
to 1949 has a high tax base. And industry that was depressed during 

1946 to rex has a low tax base. So that the ind lustry that was worse 
off and which made less money has to pay more taxes than the industry 
that was well off and making plenty of money. 

World War II suddenly imposed a tremendous need for machine 
tools for military production. Under the impact of that urgent neces- 
sity, the industry increased its output to a peak of $1.320,000,000 in 
1942. 

In 1945 the industry’s annual volume had dropped to $423 million. 

When the war ended, the United States Government owned an 
enormous quantity of machine tools which it had boaght for war 
production. It dumped these machine tools on the market at bargain 
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prices in competition with new machines being built by machine-tool 
manufacturers. 

Under the impact of that competition, sales of new machine tools 
fell steadily. They dropped from $334 million in 1946, to $306 
million in 1947, to $288 million in 1948, and $240 million in 1949. 

When you allow for the decline of the dollar and the resultant in- 
crease in prices between the prewar and postwar years, although the 
figures show that the postwar volume was higher in dollars, in terms 
of machines produced, the postwar volume actually is lower. 

The fact is that in 1949 we were building fewer machine tools than 
we built in the 10 years before 1939. 

Bear in mind that the repression which our industry endured in the 
postwar years was brought about as a direct result of the well nigh 
incredible production effort which we made on behalf of the national 
defense, and the disruption of our postwar market by the war surplus 
competition of those very same machines we had built to help win 
the war. 

There are many things we wanted to do after World War II. We 
wanted to reactivate our research; we wanted to make better machine 
tools ready for tomorrow. We wanted to keep our skilled men to- 
gether so that we would be ready when another emergency arises. 

Sut it was with the utmost difficulty that our companies were able 
to carry on. 

It isa fact that 35 machine tool builders were forced out of business 
during this period. 

What happened was simply this: During the war, chiefly because of 
the excess-profits taxes, we were allowed to retain only a small part 
of our earnings. After the war, we were sunk in a depression so 
serious that our earnings were very slim. We were therefore unable 
to plow back into our business into research development and new 
equipment the money required to maintain the machine-tool industry 
at proper capacity. 

Then came Korea. Once more there was repeated a long delay in 
eae of military equipment because new machine tools could not 
ve built fast enough. 

The machine-tool tax base for the present excess-profits tax is 
founded upon four of the worst years that industry ever had by com- 
parison with the general industrial level of the country. 

Let me give you an illustration from my own experience how much 
remains from defense profits for reinvestment tomorrow. 

During 3 out of the 4 tax base years, our company operated at a 
loss. The following figures are our own, for the vears 1946, 1947, 
1948, and 1949. You would be interested to know that these are not 
distorted because of some improper performance of our own. We 
have traditionally done about 1 percent of the machine tool industry’s 
business. 

So that if you compare the figures here of our own with those pre- 
viously given you, you will see that they follow very closely to those 
figures. 

We also follow with the figures showing what happened beginning 
in 1950, how we increased our volume tremendously in order to meet 
the demaad for the military program. This shows very dramatically 
the difference between the period which is used as the base for the 





368 EXCESS PROFITS TAX EXTENSION 


excess-profits tax and those last 3 years, with the fourth year, 1953, 
estimated. 
We have every indication. 


(The figures referred to follow :) 


Sales Earnings Earnings 
— before taxes after taxes 


$4, 100, 000 $109, 000 $126, 000 
3, 400, 000 1— 158, 000 1— 158, 000 
, 300. 000 1— 525, 000 I— 139, 000 
2, 800, 000 1—R8. 000 1—S8, 000 


13, 600, 000 1— 662, 000 i— 259, 000 


Now contrast these figures to the record of our company for the 4 years start- 
ing with 1950: 


Earnings Earnings 
before taxes after taxes 


Sales 


$2, 500, 000 i—$53, 000 1—$53, 000 
] 6, 100, 000 942. 000 484, 000 
1952 18, 900, 000 3, 598, 000 1, 079, 000 
1953 (estimated 20, 000, 000 3, 606, 000 1, 080, 000 


Total 47, 500, 000 8, 097, 000 2, 590, 000 


1 Loss 


Mr. Dotiz. Another example, with statistics, follows that in my 
statement. It shows what another company has had happen to them 


with the various different points brought out by showing the increases 
of the number of machines in use, the floor area, various things. They 
are all increases, except where it comes to keeping the profits; that is, 
the profits after taxes. 

Such a picture is a complete reverse of that in other industries. 
The production of passenger cars, for example, was curtailed during 
World War II, and the automobile industry earned a substantial 
profit on its warwork. 

Meanwhile, the accumulated shortage of passenger cars built up its 
postwar market. When the war was over, while the competition of 
Government-owned surplus machine tools was forcing our industry 
into the cellar, the automobile industry was cashing in on deferred 
demand. 

I think you will find the chart included in my statement rather 
interesting. It makes a comparison of the machine and automotive 
business. It shows how, when the machine tool business was at its 
peak, the automotive business was down practically to zero during the 
war years, how, after the war, they came up very rapidly and the 
machine tool industry dropped down. 

I think that isa very interesting chart. 

Because of the historic pattern of the industry, the gross assets base 
is not adequate. 

There is a relief provision known as section 446, but it is couched 
in such terms as to take into account a limited cyclical depression. 
[t does not take cognizance of the extreme depression of this industry 
in 1946-49. We feel that it does not give the proper relief that the 
machine tool industry should have. 
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Apparently the excess-profits tax was set up on the assumption 
that with minor modification, whatever profit the company was mak- 
ing in the tax base year was normal. This is a basic fallacy. The 
excess-profits tax gives the large, established corporation an unfair 
advantage over the small, young, aggressive company. 

The product developme nt takes mone y for research, design, for new 
equipment, for market promotion. An old, established corporation 
can get this money from public financing because it has a better tax 
base. A small company must rely on its earnings to finance its growth 
and development, and it has a lower tax base. 

A further injustice results from inflation. If the tax base year 
dollar was worth 22 percent more than it is today, fairness would 
require that the tax base be increased by 22 percent. 

Instead, it is 83 percent of the base year earnings. 

The excess-profits tax was assumed by the ‘public to be a tax to 
prevent companies from making excess profits on war contracts. But 
the public has no conception of the dilemma of the capital goods 
producers, such as the machine-tool builders, who, because of the Na- 
tion’s emergency needs, produced themselves out of postemergency 
markets. 

The public does not realize that such companies pay a penalty for 
defense business in terms of poor business after the emergency is over. 

In a grave national emergency we cannot produce enough weapons 
for Government arsenals alone, but must draw upon the vast produc- 
tive capacity of America’s metalworking industries. 

As a matter of national defense, they should be equipped with mod- 
ern, efficient machine tools. The excess-profits tax is the main rea- 
son why there is an enormous amount of obsolete equipment in the 
Nation’s plants today. 

The excess-profits tax was passed hurriedly in the national emer- 
gency. And in the almost hysterical days following Korea. we got 
wage controls, price controls, profit controls. We have dropped wage 
controls; we have dropped price controls. Certainly the time has 
come when we should drop profit controls. 

I am informed that the amount at issue in the last half of this year 
is about one and a half percent of the estimated revenue for the year. 

it is my opinion that if the excess-profits tax is allowed to lapse 
on June 30 and Federal income taxes on corporations are placed on 
a basis applicable to all companies, vou will see a resurgence of initia 
tive and enterprise, and business will produce in normal income taxes 
as much or more than the excess-profits tax. 

I have one particular objection to this tax in that it is a tax on effi- 
ciency. I have some interesting figures from our own company to 
show what happened to us, especially in that postwar period. We 
went through what was about a private depression, similar to that 
which took place in some of the other industries which went ahead 
with their normal business during that period. 

You will find that only the efficient companies are those who are 
in the excess-profits-tax bracket. ‘Those companies who are not effi 
cient do not get into those brackets. 

So, in concluding, I urge you to let the profits tax law die on June 
30 and then take whatever action Congress may deem necessary to 
secure the tax revenue needed to balance the national budget. 
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The Crarrman. I want to congratulate you, sir, for your very 
fine statement. It will be very helpful to the committee, I am sure, 
in considering this question. 

Mr. Powderly, if you will just give your name and the capacity 
in which you appear, and also the same for your associate, we will be 
glad to hear you, sir. 


STATEMENT OF WILLIAM H. POWDERLY, JR., TAX ACCOUNTANT, 
OF REED, SMITH, SHAW & McCLAY, APPEARING FOR W. H. 
STEFFLER, SECRETARY -TREASURER, ROBERTSHAW - FULTON 
CONTROLS CO., GREENSBURG, PA., ACCOMPANIED BY SAMUEL B. 
STERRETT 


Mr. Powperty. My name is William H. Powderly. I am appearing 
for W. H. Stefller, secretary-treasurer of the Robertshaw-Fulton Con- 
trols Co., Greensburg, Pa. 

I am a tax accountant with Reed, Smith, Shaw & McClay, Pitts- 
burgh. 

With me is Samuel B. Sterrett, of Alvord & Alvord. 

Mr. Stefiler has prepared a statement which I would like to present 
before the committee, if-] may. 

The CuarMan. You may proceed, sir. 

Mr. Powveriy. Robertshaw-Fulton Controls Co. is engaged pri- 
marily in the manufacture and sale of devices for the automatic con- 
torl of temperatures and pressures. Its products are broadly divided 
into oven and water-heater thermostats, automatic pilots, bellows and 
bellows assemblies, 

These devices are integral parts in the products of manufacturers 
of gas and electric ranges, mechanical equipment such as refrigerat 
ing, heating, air-conditioning and ventilating equipment, and in auto- 
motive vehicles including passenger cars, trucks and tractors. 

The history of the company dates back to 1904 when the Fulton 
Syliphon Co. was organized at Knoxville, Tenn., to manufacture metal 
bellows, a device for converting temperatures and pressures into con- 
trol movements. In 1907, Robertshaw Thermostat Co. at Youngwood, 
Pa., began production of water-heater thermostats which had been 
developed in 1900 by Mr. F. W. Robertshaw. 

As the gas, electric, and automotive industries grew, new applica- 
tions of temperature and pressure controls were required. To meet 
the demand, American Thermometer Co., St. Louis, Mo., was organ- 
ized in 1914, Grayson Heat Controls, Ltd., at Lynwood, Calif., in 
1928, and Bridgeport Thermostat Co., Inc., Bridgeport, Conn., in 
1936. 

In 1946 and 1947 the above companies merged and formed Robert- 
shaw-Fulton Controls Co. 

The electronic recording of temperatures, pressures, and liquids pro- 
vides a natural expansion of the company’s production. In order to 
acquire a nucleus of designing and engineering skills in this field, it 
purchased all outstanding stock of the Fielden Instrument Corp. 

In order to meet the increasing demands of its customers and to 
provide adequate facilities for research and development, the company 
must continue to grow. A new modern research laboratory has been 
acquired on the west coast and a new laboratory is under construction 
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in Pennsylvania. A constant program of modernization must be 
maintained and plants that have been outgrown must be replaced with 
larger buildings and additional equipment. 

The company believes that it is the largest producer in the United 
States of thermostats for domestic-gas ranges, water-heater thermo- 
stats, and automatic pilots. Two of the largest manufacturers of 
electric ranges produce their own thermostats, although the company 
furnishes certain components to one of them. The company believes 
that it supphes the major portion of thermostats used by other electric 
range manufacturers. The company considers that it is one of the 
largest producers of bellows and bellow assemblies in the United 
States. 

We at Robertshaw-Fulton believe in balanced budgets. We recog- 
nize that the new administration inherited many problems. We know 
that defense comes first, and we are ent ively sy mpathetic to the prob 
lems that you face in Washington. In support of our position that 
the excess profits tax should not be extended we wish to point out: 

1. The invested capital method of computation of excess profits 
credit was unsuitable for us. 

2. Our base-period income computation compelled us to eliminate 
1946 since, during World War II, our facilities were almost entirely 
devoted to the production of defense materials. In this year, it was 
necessary to reconvert our plants and equipment to peacetime pro- 
duction. 

3. Even the 1947-49 base-year period was most unfavorable because 
of the heavy expenses in 1947 as the result of the merger by which the 
company was formed, as well as the administrative expenses connected 
therewith. 

4. New product losses, subsequently overcome, amounted to ap- 
proximately $1 million in 1947, and $500,000 in 1948, and the profit on 
such items in the excess profits years has resulted in a double penalty 
due to the lack of such profits in the base period. 

5. Abnormal losses during the base period materially reduced the 
excess profits credit; in fact, all of the above items reduced the base 
period excess profits credit. 

6. Growth corporations—use of last half of base period: limitations 
to total assets of $20 million or less—tax basis—at beginning of the 
base period bar us from the use of this section 435 (e) (1), but even 
if they did not, there are two other alternate tests. These are: 

1. Payroll in the last half of the base period must exceed 150 
percent of the first half, or 
Gross receipts must exceed 150 percent of the first half. 

We cannot meet either of these tests due principally to the decline 
in business 1n 1949 caused by the effect of regulation W on consumer 
ability to buy during this period. The definition of a growth corpora- 
tion should be stated more equitably. 

7. Growth corporations—new products: Here, again, no advantage 
could be realized. While we could qualify under the provision that 
twice the first half of 1950 sales must equal or exceed 150 percent of 
the 1946-49 sales, the requirement that 40 percent of the net sales for 
1950 be in a product not generally available before January 1, 1946, 
was impossible to meet because of our size and diversification of 
product. The requirement that the sales in 1946 of the products men- 
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tioned in the prior sentence cannot exceed 5 percent of the 1949 sales 
was a boon to companies making television sets, etc., it was of no 
help to us. 

We have prepared a table showing the effect on the company, which 
we request be put into the record. 

The Cuarrman. That will be included in the record at this point. 

(Information referred to follows :) 


Summary of effect of taxes on profits, Robertshaw-Fulton Controls Co., years 
1952-48 


Amounts 1952 95 9 1949 1948 


Net sales $49, 945, 935 $ 254, 983 $47, 182, 7§ $27, 905, 109 $33, 103, 349 
Income before taxes on incom 7, 957, 94 9, 762, 2, 596, 066 , 544, 309 5, 430, 773 
Federal and State taxes on ir | 

come 


Federal normal tax and sur 

tax ( 850, 000 5, 250, 000 , 710, 000 1, 975, 000 
Federal excess-profits tax 75, ( , 600, 000 , 275, 000 | 0 0 
State taxes “ 287, 700 285, 000 108, 000 129, 250 


Prior year adjustments 7, 271 480 (6, 841) 0 


Total taxes on incomé 5 5 3, 744, 971 3, 810, 480 1, 811, 159 2, 104, 250 


Net profit. - 2, 542, § 3, 017, 217 5, 785, 586 2, 733. 150 3, 326, 523 
Percent of income before tax 
Paid as taxes i ig 54 40 


Remaining for shareholders ‘ 3 46 60 


100 100 


As shown by the above table, the shareholder, who risks his capital in the 
enterprise, gets only a nominal return on his investment. 


1950 (one- 
half year 
excess 
profits 
tax 


Rate of Federal normal tax and surtax Percent | Percent | Percent | Percent | Percent 
Normal tax | 30. 00 28. 75 23.00 | 24. 00 | 24. 00 
Surtax mail 22. 00 22 19. 00 14. 00 14. 00 


Total wai 52. 00 50.75 42.00 38, 00 38. 00 
Rate of excess-profits t (on income in excess of ex- 
cess profits cr 952, $4,500,000; 1951, $4,250,000) 30. 00 30. 00 
Limitation on excess-profits tax 10082 (62 percent 


minus 42 percent for .50410 year Limitation pro- 


iced lower tax than .15123 after excess profits 


it of $3,900,000 (rate 30 percent for .50410 year 10. O82 
te of State income taxes (percent based on above 


+2.26 
454. 342 


Mr. Powperiy. These high tax rates have placed us—and many 
other growing companies—in a serious blight to finance needed ex- 
pansion. As a result of this cash stringency, we were forced into 
the money markets in 1951 and 1952, and are again in the process 
of seeking capital which should have been provided in large part by 
earning retained. The effect has been to stifle normal growth and 
ultimately to restrict tax revenues from corporations. 

The Cuarrman. We thank you for your appearance and your fine 
presentation you have made with reference to the excess-profits tax. 
It will be very helpful to the committee. 
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Mr. Powprerty. Thank you, Mr. Reed. 

The Cuarrman. Mr. King. 

Mr. Kine. Mr. Chairman, I would like to say to Mr. Powderly at 
this point: 

While your headquarters are in Pennsylvania and they do have a 
new and marvelous branch in my district, in Orange County, Calif., 
I want to say I am tickled to death to see someone here from that 
section. 

Mr. Powperty. Thank you, sir. 


STATEMENT OF STAN MUELLER, SECRETARY-TREASURER, PACIFIC 
COAST ENGINEERING CO., ALAMEDA, CALIF. 


The CHatrmMan. The next witness is Mr. Stan Mueller, secretary- 
treasurer, Pacific Coast Engineering Company, Alameda, Calif. 

Will you just give your name to the reporter please, sir, and the 
capacity in which you appear. 

Mr. Mvuetier. My name is Stan Mueller. I am secretary-treasurer 
of the Pacific Coast Engineering Co., Alameda, Calif. 

I appear before you in opposition to the extension of the excess- 
profits tax, which expires on June 30. 

We are a small company, having 250 employes. The stock is owned 
by 28 stockholders, all of whom are directly connected with the opera- 
tions of the company. 

We are steel fabricators, operating in conjunction with a machine 
shop, and we maintain a large engineering department. Our main 
products are cranes, dredges, dredging equipment, barges, tugs, gates, 
hoists, and special AEC equipment and we operate on a job-shop 
basis. 

Our plant is located on the Oakland estuary. In case of a national 
emergency, we have been certified by the Navy Department. 

I would like to present a brief outline of our views with regard 
to the expiration of the excess profits tax. 

Our background: Pacific Coast Engineering Co. is the outgrowth 
of the Union Construction Co., shipbuilders during World War I. 
When they closed their plant, Pacific Coast Engineering Co. was or- 
ganized in November 1923, specializing in dredges, dredging equip- 
inent, barges, and tugboats. ‘The plantsite was leased from the port 
of Oakland and was located at Maritime and Wharf Streets, Oak- 
land, Calif. 

The Army acquired the land for their base and we were notified 
to vacate during 1941. In order to obtain waterfront property, which 
is necessary in our business, we were forced to buy our present site 
in Alameda, Calif., and moved our machinery and equipment dur- 
ing 1941. 

The acquisition of the plant and the expense of dismantling and 
moving our machinery and equipment to the new plant, together with 
il complete loss of our plant operation and sales for the same period, 
left us ina bad financial ee 

During World War I1, we built tugboats for the Navy and ship 
sections for Kaiser shipyards. For the 5-year period from 1941 to 
1945, inclusive, our sales were $8,618,000, our profits after taxes 
$119,000, or 1.38 percent net profit on our sales. 
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In order to have a more diversified o peri ation we added two addi- 
tional items during: 1949 and were able to maintain our sales level. 
For the next 5-year wetind from 1946 to 1950, inclusive, our sales were 
$8,678,000, and our profit after taxes $362,000, or 4.17 percent. 

These additional items proved successful, and our sales have in- 
creased. Our 1952 sales were 50 percent greater than 1951. In proc- 
essing these increased sales, we have used all of our available buik lings 
and it has been ecessar’y to move our stee | storage, shear Ing and burn- 
ing operations in an open storage area with no protection from the 
weather. 

Our problems: Additional working capital was needed to enable 
us to carry the process and facilities necessary to maintain the addi- 
tional volume. In 1950 it was necessary for us to go to the bank in 
order to carry the additional materials for this production. This 
has never been repaid. 

A building to properly house our operations that are at present in 
open storage would cost us an additional $150,000. We need: 


il 
] 
i 


Material for production _. $150, 000 
Building és a ike 150, 000 


Total 300, 000 
Carrying charges are as follows: 
Interest—$300,000 at 4% percent ; $13, 500 
Taxes on inventories at 30 percent valuation—S50,000 at $6.81 
rate 3, 405 
Taxes on plant at 25 percent valuation—$37,500 at $6.81 rate 2, 493. 75 
19, BOS. 
Our sales volume increased 1. 000, 000 
Our estimated profit 91. percent 95, OOO 
Qur taxes are So percent 77. 900 
Our net profit after taxes . 17, 100 

The profits on increased volume that are subject To excess-profit 
taxes do not carry the additional interest and local taxes that are 
attributable direct to the financial requirements. No mention is made 
of new tools or equipment necessary to increased volume. 

Our 1953 forecast: Our excess-profits-tax credit for 1952 was 
$158,152.94. 

Our auditors advise that our 1955 excess-profits credit should be 
approximately $170,000, 

The 1952 pre fit before taxes was 91 9 percent and our sales were just 
over $3 million. We anticipate that 1953 sales will equal 1952, and 
our profits should be the same. 
1953 profits $285, 0OO 
Exceess-profits credit 170, 000 
Profit subject to excess-profits tax 115, 000 
Taxes normal and excess profits at S2 percent 94, 300 
Net gain on increased volume ; 20, TOO 

Based on these figures, there is not much incentive to increase volume 

r reduce costs. Under these conditions, we cannot increase our facili- 

ties by adding an additional building. This part of our operation 

will have to be curtailed during our usual r: Liny season. 

We are op posed to an exte nsion of the excess- profits tax for the 
following reasons: 

1. It offers no incentive for a growing company. 





EXCESS PROFITS TAX EXTENSION 375 


}) 


2. It reduces your working capital which can only be replaced by 
increased borrowing. 

3. It disrupts your long-term planning, which tends to increase 
your costs. 

4. It stops plant expansion and increased employment. 

5. It has a bad moral effect on business; once a tax law has been 
passed, good or bad, it is almost impossible to have it removed from 
the statutes. 

The CHamMan. Does that conclude your statement, sir? 

Mr. Muetier. Yes, sir. 

The CHarrMan. That is a very fine statement. We appreciate it 
very much. 

Are there any questions ‘ 

We thank you very much, sir. 

I have received a letter from Mr. C. G. Wood, Chairman of the 
Taxation Committee of the Rockford Chamber of Commerce, of Rock- 
ford, Il., in opposition to the continuance of the Excess Profits Act. 

If there is no objection, I would like to insert the letter, with the 
statement attached thereto, into the record at this point. 

There being no objection, they will appear in the record at this point. 

(The material referred to follows :) 


RocKrorp CHAMBER OF COMMERCE, 
Rockford, Ill., June 2, 1958. 
Hon. DANIEL A. REEp, 
Chairman, House Committee on Ways and Means, 
House Office Building, Washington, D. C. 

Dear Sir: Enclosed are copies of a statement in opposition to the suggested con- 
tinuance of the Excess Profits Tax Act beyond June 30, 1953, its expiration date 
under existing law. 

This statement is submitted on behalf of the taxation committee of the Rock- 
ford Chamber of Commerce and it is respectfully requested that it be incorporated 
into the records of the present hearing being conducted by your committee. 

Yours very truly, 
C. G. Woon, 
Chairman, Taxation Committee, 
CGW: jb 
c/e Senator Everett Dirksen. 
Senator Paul Douglas. 
Representative Leo Allen. 


STATEMENT OF CLIFFORD G. Woop, CHAIRMAN OF TAXATION COMMITTEE OF Rock 
FORD CHAMBER OF COMMERCE, RocKFrorpD, ILL. TO Houskt COMMITTEE ON WAYS 
AND MEANS IN THE MATTER OF Excess Profits Tax, JUNE, 1953 


My name is Clifford G. Wood. My home and office are in Rockford, Ill. My 
statement, as follows, is made on behalf of the taxation committee of the Rock 
ford Chamber of Commerce, of which I am chairman. 

We are definitely opposed to any extension of the Excess Profits Tax Act 
beyond its present expiration date of June 30, 1953. Because of the considerable 
number of statements and arguments which have been and are being issued by 
both proponents and opponents of the tax and of the question of its possible 
extension, we do not believe that any useful purpose would be served by a 
reiteration of these arguments in detail. 

Therefore, I shall set forth our position very briefly, as follows: 

(A) The excess profits tax is not good tax law. 

The preponderance of opinion is that the excess-profits tax is not good tax 
law. It is unsound in principle, arbitrary and capricious in its impact on tax 
payers, difficult to administer, and operates to remove or reduce the incentive 
for greater productivity to the detriment of the entire economy. Various high- 
level officials in the Treasury Department and the Bureau of Internal Revenue 
have criticized this tax as do virtually all businessmen, economists, and others 
who have any knowledge or understanding of its functioning. Those who speak 








376 EXCESS PROFITS TAX EXTENSION 


in favor of this tax do so with arguments which are emotional and political in 
nature and which can be made to sound valid to many people who have little 
or no understanding either of tax laws or economic principles. 

(B) The excess profits tax does not produce substantial revenue. 

Accurate figures are difficult to obtain but the majority of opinion, by Treasury 
experts and others who have the data necessary to prepare estimates, is that 
this law produces relatively little net revenue. When consideration is given 
to the costs of administration, both now and in connection with future process- 
ing of all the claims arising from the so-called relief provisions of the law, the 
net revenue produced is entirely out of proportion to the harm done by the law. 
Consideration must also be given to the offsetting increase in the revenue from 
other forms of taxes which would result if the stultifying effect of the excess- 
profits tax were removed. 

Additionally, in this connection, consideration should be given to the loss of 
revenue resulting from the tendency of taxes which are so high as to be 
confiscatory to induce a laxness and disregard of normal business prudence 
in the matter of expenditures. Waste, extravagance, and the failure to employ 
the reasonable criteria normally used in passing judgment on requests for con- 
tributions to a variety of organizations of somewhat dubious merit are fostered. 
A philosophy which has been aptly, if slangily, termed the “wooden nickel” 
attitude is encouraged, and the bad habits thereby engendered are difficult to 
correct. It is apparent that, when costs are permitted to rise because of indif- 
ference resulting from the feeling that taxes are so high that control is not 
worthwhile, then taxable income is decreased and the revenue yield is reduced. 

(C) The condition of the budget does not require the continuation of the 
excess-profits tax 

This is, of course, a matter of opinion. We, in common with many others, feel 
that further steps could and should be taken to reduce the budget to the point 
where the revenue from the excess-profits tax would not be needed. 

We have the greatest respect for President Eisenhower's ability and integrity 
but we feel that, in requesting an extension of the excess-profits-tax law, he has 
been improperly informed by his advisers, economic or political or both. Even 
granting for the sake of argument that the budget has been reduced to the maxi- 
mum extent, we do not subscribe to the philosophy that the end justifies the 
means and that a poor law should be kept in effect merely because it produces 
some revenue. 

We agree with the principle that our costs of government should be, so far 
as possible, on a “pay-as-you-go basis” and that it is highly dangerous to meet 
them by a deficit financing and the creation of burdens to be passed on to future 
generations. Sut if the money is required, let it be obtained through sound and 
equitable taxation. 

If it be assumed, again only for the sake of argument, that additional revenue 
is required, a more honest and courageous approach by the administration would 
be a request for legislation temporarily increasing corporate or individual income 
taxes, or both, instead of seeking an extension of a law which is fundamentally 
unsound and inequitable. 

We realize, of course, the difficult political aspects inherent in this situation. 
Permitting the excess-profits-tax law to expire without some comparable reduc- 
tion in individual taxes immediately brings on the hue and cry that “Big Busi- 
ness” is being favored, even though such statements are wholly erroneous. 
Likewise, a proposal to increase income taxes would be highly unpopular and 
would bring on a storm of protest. 

Yet now, if ever, it seems to us is the time to display the sort of honesty, 
courage, and steadfast adherence to principle which have for so long been sadly 
missing in our Government. The present administration promised to reduce 
costs and reduce taxes. If circumstances are such that these promises cannot 
now be carried out, that costs cannot be reduced sufficiently at this time to 
enable taxes to be reduced; if, in fact, even more revenue is needed, it is our 
considered opinion that a clear and unequivocal exposition of the facts and a 
straightforward request for sound revenue-producing legislation would generate 
increased confidence in the integrity of the administration and would ultimately 
be far better than a policy of urging the continuation of a poor law merely 
because it is politically expedient to do so. 


The Cuamman. The next witness is Mr. W. A. Williams, president 
of the Dearborn Glass Co., Chicago, Ill. 


We will be glad to hear you, sir. 
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STATEMENT OF W. A. WILLIAMS, PRESIDENT, DEARBORN GLASS 
CO., CHICAGO, ILL., ACCOMPANIED BY GEORGE J. HADDAD, 
COUNSEL, DEARBORN GLASS CO. 


Mr. Wiru1aMms. My name is W. A. Williams. I am president of 
the Dearborn Glass Co., Chicago. 

The gentleman on my left is Mr. George J. Haddad, our corpora- 
tion counsel and chief financial adviser. He also signed with me 
the letter addressed to the chairman, a copy of which you have. 

With the exception of one witness that we have listened to this 
afternoon, I feel that I can heartily concur in everything that has 
been said. 

The Cuarrman. Do you mean against the excess-profits tax ? 

Mr. Witt1aMs. Against the excess profits tax. 

But we feel that we should add our small voice to what has been 
said. We would like to say that we think this is a great country when 
we can still hear the small voice. 

We, of course, concur in the recommendation of the chairman that 
the Excess Profits Act be allowed to lapse on June 30 of this year. 
We recognize, however, that the exigencies of the situation may re- 
sult in an extension of the act to December 31, 1953, and possibly 
beyond that date. 

I might add here that having seen and heard and read the propa- 
ganda of the last week, the word “exigencies” covers quite a bit of 
territory. 

We respectfully desire to call to the attention of the committee an 
inequity in the credit formula for growth corporations in the present 
text of the act. 

We are certain that Congress did not intend to create this inequity, 
which discriminates in favor of growth companies, particularly mem- 
bers of the television manufacturing industries whose normal pre- 
Korean earnings level was attained by January 1, 1949, and which 
discriminates against those members of the industry, including us, 
who were still in an early stage of development during the calendar 
year 1949 and whose normal pre-Korean earning level was not at- 
tained until January 1, 1950, but before the outbreak of Korean 
hostilities. 

Section 435 (e) (1) confers upon the corporations described in 
paragraph (a) above the full benefit of their high earnings of 1949 
by allowing them to take full credit for the earnings of the last 6 
months of that year, with weighted credit for the first 6 months 
of 1950. 

On the other hand, those in the group described in paragr aph (b) 
above, are not only required to combine their pregrowth earnings of 
1949 in their base formula, but are required to discount the « earnings 
of the first 6 months of 1950—in the case of a calendar year cor- 
poration—by 20 percent. 

How this has worked out in our case, and the injustices inherent 
therein, are described in exhibit A, attached to this letter. 

Since no good reason appears for discriminating between mem- 
bers of an industry, which Congress intended to relieve from the 
effects of the tax, purely on the basis of the date, prior to Korea, 
on which they achieved a high earnings level, we propose that con- 
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sideration be given to an amendment which would permit corporations 
which had their heavier sales in the first 6 months of 1950, to give 
greater weight to the earnings of that period in determining their 
excess profits credit. 

A more general approach to the problem of growing corporations 
might give increased credit to corporations whose net earnings have 
increased because of increase in volume of nondefense sales and not 
because of an increase in profit margins. 

In submitting this statement, we are not unmindful of our Govern- 
ment’s need for revenue in these trying times. We believe, however, 
that any loss of revenue from the proposed amendments could be re- 
placed by a nondiscriminatory increase in the normal and surtax 
on all corporat ions, including our own. 

Exhibit A: Growth of the television industry : 

The following statement appears in “Minority Views” in House 
Report No. 3142, December 2, 1950, signed by the present Chairman 
and eight other members of the Ways and Means Committee : 


































































The relief for “growth” companies in H. R. 9827 is still inadequate because 
the formula fails to adequately measure or protect the true normal earnings 
capacity of taxpayers whose growth could be expected to continue after 1949 
without regard to the emergency defense program. Take, for example, the tele- 
vision industry, which according to the testimony presented to the committee 
became an economic reality in 1946 when sales totaled six thousand units. By 
1949 unit sales reached 3,500,000, yet during the first 6 months of 1950 sales 
attained an annual rate in excess of 6 million. 















































Our part in the television industry: After 25 years of experience in 
bending and tempering flat glass for the automobile, radio, and clock 
industries, and as a result of experimentation which we began in 1947, 
we successfully developed a tempered-bent face plate for a new type 
metal cathode ray picture tube for TV sets. Prior to the development 
of this metal tube by manufacturers to whom we sell the face plate, 
another type of tube, all glass, had been used exclusively, and two i: arge 
corpor: ations furnished pri actically all of the glass envelopes for the 
tube. The development of the metal tube has “had the salutary, com- 
petitive effect of reducing the price of the glass tube by more than 50 
percent. 

However, because of mechanical and conversion difficulties, the 
metal tube was not marketed in volume until the first 6 months of 1950. 

After Korea, the further development of the new tube was actually 
retarded because of its additional requirement of scarce metals. 

Hence, it is fair to say that in our case Korea had the effect of 
preventing greater growth of our company in the last 6 months of 
L950. 




































































Our sales, primarily because of our new product, during the first 6 
months of 1950, were $2,500,000, an increase in sales over the entire 
year 1949, $2,100,000, by 18 percent. 

Our sales during the last 6 months of 1950 were $3,300,000, largely 
from orders booked prior to Korea. Material shortages actually 
prevented larger sales in the latter period. 

In computing our base for excess profits purposes, we were com- 
pelled to combine 100 percent of the low earnings of the last 6 months 
of 1949 with 80 percent of our earnings for the first 6 months of 1950, 
as follows: 
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Annual Included in 
earnings DaSt 
1949... $182, 000 $91, 000 
1950. 1, 350, 000 540, 000 
Total 631, 000 


Eighty-three percent of total results in income credit for 1953—ex- 
clusive of credit for increase in c apital after base period—of $524,000. 

Effect on our EPT credit. Thus, although it appears that a normal 
vear—1950—resulted in earnings of $1,350,000 application of the 
formula reduces our income credit by more than 60 percent to $525,000, 
exclusive of net capital addition for the taxable year. 

By reason of reduction in prices and higher standards of quality, 
it will be necessary for us to increase our sales in 1953 by more than 
50 percent of the sales of 1950, to a volume of $9 million, to earn as 
much as we did in 1950, 

In addition to normal and surtax of $697,000, we would pay an 
excess-profits tax for the full year, 1953, assuming the extension of 
the tax, of at least $200,000, a total of two-thirds of 1953 earnings. 

The additional tax of $200,000 has no relation to excess profits, but 
is a penalty on the profits resulting from the healthy growth of a 
nondefense industry. Out of the top half of our earnings we would 
retain only 18 percent. 

We would like to state here that if the metal tube had been developed 
a year sooner, our excess-profits tax credit would have been $575,000 
higher. 

While the glass competitors in the other TV organizations reaped 
the 1949 windfall, got the benefit of the growth formula, we benefited 
only slightly. 

Again assuming the extension of the act to December 31, 1953, and 
based on our projected sales and earnings for 1953, we will have paid 
out in taxes for the period from July 1, 1950, the effective date of the 
tax, to December 31, 1953: 50-plus percent of our earnings for normal 
and surtax, and 15-plus percent of our earning sfor excess-profits tax. 

Every dollar of the remaining 35 percent of our earnings during 
that period will, by December 31 of this year, have been re ‘invested in 
new plants and facilities to better service the television industry, by 
increasing quality and reducing prices. 

We would like to add here that we have had to mortgage our plants 
to finance distribution to shareholders. 

The highly speculative nature of our reinvestment is apparent be- 
cause as a manufacturer of component parts only, we are subject to 
the risk of our customers’ changes in policies as a source of supply of 
the component parts now purchased from us, and to technological 
changes. Either factory may, in the not too distant future, render a 
substantial part of that investment obsolete, with no opportunity to 
offset our loses in the future against the current high taxes we are 
paying. 

Thus, under present law, the Government shares excessively in the 
earnings of the first stage of the cycle of the television-parts industry, 
without assuming the equal risk of potential losses. 
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Less than 1 percent of our sales during this period represented de- 
fense contracts, and we have not asked nor received any benefit of 
accelerated amortization. 

We would like to add that to finance distributions to shareholders 
and to slightly increase our working capital we have gone into debt 
$675,000. 

All net earnings by the end of this year will have gone into new 
facilities. 

This may sound to you gentlemen as if we are suggesting a compro- 
mise. It is just one idea that we wanted to submit to you. We have 
not changed our opinion in the excess-profits tax. 

We are reminded of a story that when a circuit-riding preacher was 
asked his opinion of sin, he responded, “I am agin it.” 

We certainly are “agin” this. 

We appreciate so much the privilege of coming here, Mr. Chairman, 

The Cuarrman. We thank you very much, sir, for your fine state- 
ment. 

Are there any questions? 

Apparently there are no questions. 

The committee stands adjourned now until Monday morning at 10 
o'clock. 

(Thereupon, at 3:55 p. m., a recess was taken, to reconvene at 10 
a.m. Monday, June 8, 1953). 
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MONDAY, JUNE 8, 1953 


Hovuss or REPRESENTATIVES, 
CoMMITTRE ON Ways AND MEANS, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., in the main 
hearing room, Hon. Daniel A. Reed (chairman) presiding. 

The Cuarrman. The committee will come to order. 

I have a letter from Blue Bell, Inc., world’s largest producer of work 
clothes. They have requested that their letter be placed in the record, 
which, without objection, will be done at this point. 

(The letter referred to is as follows:) 


B.LuE BE Lt, INc., 
Greensboro, N. C., June 5, 1958. 
Hon. DANTE A. REED, 
House Office Building, Washington, D. 0. 


DrAR Mr. REED: Mr. E. A. Morris, president of this company, wired you on 
Monday of this week our views on the excess-profits tax law. 

Blue Bell, Ine., is a North Carolina corporation, engaged in the business of 
making work and play clothing. It, in reality, came into existence in 1936 through 
a merger of 2 companies of the same approximate size. As of that time it had 
7 plants; as of today, it has 27 plants, and employs between five and six thousand 
persons. 

We call to your attention the fact that these plants primarily are located in 
small communities, and in most instances our business is the major industry 
of the town. They are located in 7 States, and 24 of the plants are in communi- 
ties with a population of less than 5,000 people. 

It can readily be seen that we have been a rapidly growing industry since 
1936, and may also be seen by the fact that our sales have increased from 
$5,961,241 in 1936 to $51,702,313 in 1952. We are proud of the growth of our 
company, and particularly our increase in employment personnel. It has been 
our deliberate practice to locate our new plants in small communities that 
need industrial development. However, the high taxes of recent years, and 
particularly the pinch of the excess-profits tax in the current year, have stunted 
our continued growth, and has required us in the current year to borrow in excess 
of $6 million from the banks in order to obtain necessary working capital to 
operate this business. Further borrowings will be necessary, and may reach a 
peak of $8 million. $8 million is only about $2 million less than the company’s 
total net worth. 

We have been following with keen interest the hearings before your committee 
on the question of the extension of the excess-profits tax. We have noted the 
comments by the honorable Secretary of the Treasury that Government interest 
rates have risen rapidly from 24% to 314 percent, and may even go higher in the 
near future. Naturally, on a different interest scale we have noted the rise 
in interest rates on our own borrowings. 

It appears to us that in effect, therefore, growth companies like our own and 
the Government are competing for money in the money markets. If we had been 
able to plow back into our working capital some of the high taxes collected from 
us, and particularly if we could plow back the excess-profits taxes that will be 
imposed on us for the balance of this year, if the act is extended, we, and 
thousands of others like us, would not be competing for borrowed money with 
the Government. 
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It appears logical to us that the net additional revenues to be obtained by 
the Government through an extension of the excess-profits tax will therefore not 
be anywhere near the $800 million estimated by the Treasury Department. In 
fact, we seriously query whether, when the higher interest rate on the huge 
national debt and other factors are taken into account, any net savings will be 
effected to the Government through the extension of the excess-profits tax law. 

It is the enforced borrowings by our type of growth companies that is the straw 
that breaks the camel’s back with respect to interest rates, and we sincerely 
feel that the Government would be better off from a net cost standpoint to allow 
the excess-profits tax to die an ignominious death as soon as possible. 

We respectfully ask that a copy of this letter, which is enclosed, be placed 
in the record of the current hearings being conducted by your committee. 

Your very truly, 
J. C. Fox. 

The Cuatmman. The committee will continue to hear witnesses on 
the President’s recommendations to extend the excess-profits tax. 

This morning we will hear first from Mr. Gene DeMambro, presi- 
dent, Lincoln Park Industries, Inc., Lincoln Park, Mich., and presi- 
dent of the Curtis Machine Corp. of Jamestown, N. Y. 

Mr. DeMambro, if you will come forward we will be very glad 
to hear you. If you ‘would like to have your associates alongside 
of you, we would be very glad to have you do that. If you will just 
vive your name and the capacity in which you appear, we will be 
delighted to hear you. 

I want to say to my colleagues that this gentleman is from my 
district, from one of the largest cities in my district. 

You may proceed. 


STATEMENT OF GENE DeMAMBRO, PRESIDENT, LINCOLN PARK 
INDUSTRIES, INC., LINCOLN PARK, MICH. 


Mr. DeMamero. Lincoln Park Industries, Inc., was incorporated 
under the laws of the State of Michigan in 1928. It started in 
typic al American fashion as a small alley garage shop, specializing 
in fine precision gages. Its plant is located in Lincoln Park, Mich. 
a suburb of Detroit. 

In December 1948 it merged with another small company, Curtis 
Machine Corp., Jamestown, N. Y., builders of abrasive belt machinery 
since 1914. 

Also in December 1948 it purchased another small company, Stand- 
ard Portable Cord Co., Inc., which produces extension cord lights 
and other specialty items. This company is also located in the James- 
town, N. Y., plant. 

Both Curtis and Standard are operated as wholly owned subsidiaries 
and any reference to financial figures herein will be based on a con- 
solidated statement generally. 

The total number of employees for each of the three operations, in- 
cluding management personnel, is as follows: 


Lincoln Park plant bata bak bbe cased ipuhh tates it bth ded a 102 
Curtis Machine ‘ + acd ea ke aie steele ae Recageeses ata a a 60 
Standard Portable CL dL SR eee ee ee Ie ae 18 

Total Ji Belen esae teeth aa eee Ae ta tee ee ot OP ea 180 


From this standpoint, our company is certainly representative of small 
business. 
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During World War II, Lincoln Park Industries was an important 
producer of many types of gages for the war effort and received four 
ay Navy E awards. In order to help finance its expansion from 

40-man shop to approximately 300 employees, the company made 
a a public offering of its stock and was transformed from a closely 
held organization to 650 stockholders. At the present time, there are 
120,088 shares of $1 per value stock outstanding and I, as president, 
am the largest individual owner with approximately 17 percent. 

The last cash dividend paid to stockholders was in 1945 at which 
time a payment of 10 cents was made. 

Immediately after V-J Day, Lincoln Park Industries received can- 
cellation on practically all its orders and sales volume fell from 
$2,719,000 in 1944 to $762,000 in 1946. It was confronted with a 
terrific problem of reconversion and, as was the case with the ma- 
chine tool industry in general, had a private depression of its own 
for 3 years. This is clearly illustrated in the following statement of 
sales and income covering the last 10 years. 


Year Net sales Net income |/ Year Net sles Net income 

1943 $2, 543, 376 $128, 933 1948 990, 809 27, 052 

1944 2, 719, 057 97,769 || 1949 1, 255. 702 5, 261 

1945 1, O90, 045 64, 138 1950 1, 832, 129 85, 046 

1946 7&2, 173 20, 376 195] 2, 417, 034 67, 700 

1947 856, 163 12, 755 1952 2, 332, 024 66, 370 
Deficit 


During 1946, 1947, 1948, and 1949, every effort was being made to 
develop new products, obtain some diversification and to become re- 
established in the civilian market. This policy resulted in the suc- 
cessful attainment of these objectives and, together with a small per- 
centage of defense work, sales, and earnings were considered almost 
normal in 1950, 1951, and 1952. It would be more correct to state: 
“earnings were considered almost normal until the application of the 
excess profits tax,” the most vicious and inequitable piece of legis- 
lation that has ever been imposed on small business. 

This statement is not intended to impugn the integrity or the i 
tention of our Congress in enacting this law originally, because ane fort 
was made to provide some secape clauses and relief provisions, but 
unfortunately, a segment of American industry, including ourselves, 
had been criminally penalized through no fault of its own. 

The very title of “excess profits tax” carries a predatory connotation 
which is discouraging in itself. It should not be difficult to under- 
stand the frustrated reaction of the head of a small business who must 
report to his stockholders that earnings were 9.5 percent of our sales, 
but because our Government believes we are profiteers, 70 percent of 
these earnings have been confiscated, leaving a net profit of 2.8 percent 
of sales for the company and you, its owners. It is a sad commentary 
indeed when the end result of this tax law causes a small business like 
Lincoln Park Industries to pay a larger tax, percentagewise, than most 
of the giant corporations of the U nited States. ‘There can be no ex- 
cuses, moral or legal, for having allowed this condition to exist for 
almost 3 feet Our s apie profit before taxes and profit after taxes 
for 1950, 1951, and 1952 are listed below: 
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Profit before | Percent of | Profit after | Percent of 


Year Sales taxes | sales taxes | sales 
a nai a Sadie atagapie Nie ncactcriah atplinth nite niaiieiiee TIE ii aancidlias 
1950 $1, 832, 129 $155, 046 8.4 $85, 046 4.6 
Bessie 2, 417, 032 197, 699 7.8 67, 699 2.8 
BPGB i bmn iieddeuke saad 2, 432, 024 221, 370 9.5 66, 370 2.8 


Paradoxically, our company has increased its sales volume and 
increased its profit before taxes, but it has also increased its debt from 
$150,000 to $300,000, including borrowings against accounts receivable, 
in order to pay its taxes and our stock has dropped from a high of 
$1.50 in 1950 to $1 in 1953. Unfortunately, our cash position has left 
us no opportunity to become wastrels in our spending policies in order 
to avoid or mitigate our taxes and left us no alternative except to pay 
the full penalty. 

Following the original impact of the excess profits tax, management 
and the stockholders became so discouraged with the prospects for the 
immediate future that a decision was made to sell the company and 
all its assets. Advertisements were placed in the Wall Street Journal 
and listings were made with industrial brokers, and numerous large 
firms expressed serious interest. In every instance, a possible sale was 
precluded because our excess profits base was too low and the opportun- 
ity for profit retention was negligible. In fact, several of the pro- 
spective purchasers stated that if we had had a substantial loss to carry 
forward, a sale would have been made. A sad commentary indeed 
when a business with a large loss is worth more than a company with 
a small profit. Under the circumstances, we were forced to elect be- 
tween a liquidation sale of our assets, or to continue the struggle with 
the burdensome cross of the excess profits tax. 

Gentlemen, I hold no brief for any person or corporation who com- 
plains about the tax load necessary to support any and all necessary 
functions of our government. This is particularly true when the ex- 
penditures involve the security of our country. I served as a Navy 
officer for almost 4 years during World War II, and am acutely mind- 
ful of the price we must pay for freedom. If this committee, our 
Congress, and President Eisenhower should decide today that it is 
imperative that taxes be increased for defense purposes, or to fight the 
threat of inflation, we would accept that decision. On the other hand, 
to suggest that the confiscatory excess-profits tax be continued for 
6 months or for 6 days, because it appears politically expedient, is 
nothing short of pure demagoguery. 

This administration and this committee are to be complimented on 
their efforts to introduce businesslike economy in the Government 
and to bring the budget into some semblance of balance. I believe the 
American people realize that this is a herculean task that cannot be 
accomplished at once and they will continue to shoulder the burden 
of heavy taxation as long as necessary. All this does not alter my 
conviction, however, that there is no sufficient reason, moral or legal, 
for the extension of the excess-profits tax. 

The Secretary of the Treasury made the statement before this com- 
mittee that the excess profits tax actually applied to only approxi- 
mately 10 percent of the corporations of the country. He also made 
the statement that only 11 percent of the total income of $800 million 
from this tax was paid by firms earning $250,000 or less. If these 
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statements represent the facts, small business could be exempted by a 
simple amendment establishing a floor of $250,000 before the applic: 
tion of the law. This would result in a loss of revenue of less than 
100 million, and at the same time give some concrete relief to small 
business, which has become a rather honorable, yet empty phrase. I 
appreciate that this is a rather selfish view, but speaking as the “lone 
voice in the wilderness” and not as the member of any national associa- 
tion, it is natural to be prejudiced and also mindful of the fact that 
many Members of Congress have indicated they feel that an extension 
of this tax would be popular, despite its viciousness. 

In conclusion, 1 would like to state categorically that the excess 
profits tax has unjustly penalized Lincoln Park Industries in the 
amount of $105,500 for 1950, 1951, 1952, and 1953; has impeded ow 
growth; has —— it impossible to maintain our compe titive position in 
the industry by purchasing modern equipment; has made it impossible 
to rep lace our de prec iation account for old and obsolete om ipment ; 
has increased our debt in times of high industrial activity; has made 
it impossible to pay dividends which are the lifeblood of new equity 
capital; has siphoned off funds needed for expansion; and, most im- 
portant of all, has created an attitude of frustration in management 
that could easily be the downfall of another small business. 

Gentlemen, thank you for the privilege and the opportunity to pre- 
sent our grie vances and to state our position in this very imports unt 
matter, I trust this right and privilege will always be maintained. 

The Cuatrrman. Does that conclude your statement / 

Mr. DeMampro. Yes, sir. 

The Cuarrman. I want to compliment you on it. It is very clear 
and very fine and well presented. I thank you very much. 

Are there any questions? Mr. Mason? 

Mr. Mason. Mr. DeMambro, your statement is so clear and so con 
cise and so specific that there is no way of getting around your argu- 
ment. You are representing one of a thousand or more small-business 
organizations that are in the same boat, that are being throttled by 
this excess-profits tax. It ought to be ended, and it never should have 
been applied. 

Mr. DeMampro. That is right, sir. 

The CHarrman. Are there any other questions? We thank you 
very much. We are very proud to have you here from the district 
which I have the honor to represent. 

Mr. DeMampro. Thank you, sir. 

The Cuarrman. The next witness is Mr. George Deeb, Sr., Steel- 
Bronze Sealing Rings Co., Indian: pals, Ind. 

Mr. Deeb, if you will just give your name and the capacity in which 
you appear for the record—of course we know you very well—then you 
may proceed. 


STATEMENT OF GEORGE DEEB, SR., STEEL-BRONZE SEALING RINGS 
CO., INDIANAPOLIS, IND. 


Mr. Dens. My name is George Deeb, Sr., 546 South Meridian, In- 
dianapolis, Ind. 

About 30 years ago we started making rings for the 500-mile race, 
and we made them by hand. We made them on blacksmith forge and 
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‘ ‘ 
anvil. After they proved satisfactory, we thought that we ought 
to commercialize on it. 

There wasn’t anything on the market that we could learn anything 
from or any equipment or machinery that we could buy. Therefore, 
we had to make our own equipment. We had to develop certain equip- 
ment for the purpose that we needed because we make our rings 
entirely different from anybody else. We make them out of steel 
and we had to have different equipment. 

During the last war we supplied the Government and we were ex- 
clusive suppliers for many sealing things that they needed. We 
never had any agent during the life of our company to examine 
our books until 1945. This agent came in. He was there for several 
days. Every day I asked him and tried to explain to him the history 
of our company and what we had to go through, 12 to 15 years 
that we had done nothing but spend money on research. I took him 
out in the shop and I showed him the different developments that 
we had, and how we had to make machinery crudely. At the same 
time we were supplying our customers, including Packard diesel 
engines, with something that has proven to be superior to anything 
else on the market. It had not been able to be duplicated until I 
went to the Watervliet Arsenal. I set them up there and waived all 
our rights as to patents and everything else so they could go ahead 
and do the same thing for the 155 millimeter howitzer. 

This agent told me that our books were all right, that there was 
nothing wrong with anything, but if there was he would let me know. 
We have never evaded paying taxes. We paid taxes every time, what- 
ever it is, all of it. After he left he came back in 2 weeks and he said: 
“You owe us the $125,000 or $130,000 in excess-profits tax.” I tried to 
explain some of the things, but all I had from him was: “I don’t be- 
lieve it.” He didn’t want to let me explain anything to him. 

During the war we tried to save everything that we could so we 
could expand because we started on the second floor of a building, 
and we are still there. We have been there for better than 28 years 
and we thought we ought to have a building of our own. We bought 
a lot so we could build. We had some money and bonds saved in our 
safety deposit. They froze the safety deposit. They confiscated that. 
They confiscated our lot. They left us without any capital or any- 
thing that we could replace our wornout equipment. We haven’t had 
a chance even to do anything since. We cannot get credit; people 
that we have bought metal from for years told us that they could not 
give us any credit since the Government had taken everything that we 
have. The bank that we had been dealing with for years, and with 
whom we enjoyed the highest credit, refused us credit on that account. 

I cannot sell the business; nobody would buy it under those cireum- 
stances. We are just about out of business on account of this excess- 
profits tax in the hands of an agent who was prejudiced. I would say 
it is the most vicious law that we could work under. 

Mr. Jenkins. May I ask a question? Are you now a corporate 
enterprise ¢ 

Mr. Drees. We were incorporated at the time that this happened, 
but they forced us into receivership and we changed the name. I 
thought maybe I could operate if we had a different company. 
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Mr. JenKiNs. Let us see what happened. Before they threw you 
into receivership, you had an incorporated company, you had a presi- 
dent and vice president and directors ? 

Mr. Dees. Yes, sir. 

Mr. JeENKINs. You had, of course, an office force, auditors, book- 
keepers, and so forth, did you ¢ 

Mr. Dees. We just had one girl. We are a small organization. 

Mr. Jenkins. Who took care of your taxes? Did you hire a tax 
lawyer every year to look after your taxes, or how did you pay your 
taxes? 

Mr. Dregs. No. In 1952 was the first time that we hired an auditor. 
He started taking care of that from that time on, one of the biggest 
concerns in Indianapolis. 

Mr. Jenkins. Did you have a lawyer when you went into receiver- 
ship ¢ 

Mr. Dees. Yes. 

Mr. Jenkins. Did you call him in? Was he in on the negotiations 
when receivership occurred ? 

Mr. Dees. Yes; but he always promised me that there would not 
be any harm done to me because they had no right to do what they 
did, but they did. 

Mr. Jenkins. Are you still in the hands of receivership ? 

Mr. Dees. No; we came out of receivership. The receiver sold it 
and the people who bought the company could not run it because 
it is highly specialized equipment and highly specialized product. 

Mr. Jenkins. You have it back now? Do you own it now? 

Mr. Dees. Yes, sir; but I cannot run it. 

Mr. Jenkins. Why? 

Mr. Dees. I haven’t any capital any more. I have old equipment, 
wornout equipment, used for the last 30 years. I haven’t a thing to 
replace it. 

Mr. Jenkins. You say you built a new buliding? 

Mr. Drees. No, they took the lot and they took the money we had 
saved. It was in the safety deposit and they went in there and took all 
of it. 

Mr. JENKiNs. In other words, you are in a pretty bad financial 
situation, are you not ¢ 

Mr. Dees. I am worse off than when we started. 

Mr. Jenkins. That is too bad. 

Mr. Drees. We never sold stock to anybody. My wife used to come 
down and help me. It was just money that we borrowed from friends 
and relations to operate the business. 

Mr. Jenkins. That is all, Mr. Chairman. 

The CHatrMan. You have a letter there. Would you like to have 
that a part of the record ¢ 

Mr. Drees. Yes, sir. 

The CHatrman. Just give it to the reporter and if there is no 
objection, that letter which is addressed to me will be made a part of 
the record. 

(The letter referred to is as follows:) 
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STEEL-BRONZE SEALING RINGs Co., 
Indianapolis, Ind., June 4, 1953. 
Hon. Dante. A. REED, 
Chairman, House Ways and Means Commitec 
House Office Building, Washington 25, D.C. 

GENTLEMEN: The National Association of Manufacturers suggested that I 
come to Washington, D. C., to testify before your committee as to the evil of the 
excess-profits tax and its’ effect on our organization. 

About 30 years ago we developed a product superior to anything else on the 
market. Our research for many years was very costly and very difficult to 
accomplish our purpose All this expense for this enterprise was borne by 
members of our family alone; we never sold stock to anyone. 

After several years of trials and errors and we gained the know-how, we 
enjoyed the utmost respect from our customers for our product, and they were 
some of the largest organizations in the country. 

During the last war on many occasions we were exclusive suppliers for the 
most essential need to aircraft and heavy-duty guns, and we were able to meet 
shipping schedules and our obligations to the Government and their contractors. 
We gained an enviable reputation for our product and the highest credit from our 
banks and suppliers, and we never failed to meet our obligations and taxes. 

it was necessary for us to develop and build our own equipment to meet our 
need for manufacturing. We realized the demand for our product would even- 
tually necessitate building a plant to take care of it. We saved every dime we 
possibly could save. We purchased a location for our plant. All our employees 
were good American citizens and have families depending for their livelihood on 
our employment. They were trained to make our highly specialized product. 

About 1945 an internal revenue agent came to our office to examine our books. 
This is the first time in the history of our company. He found nothing of any 
violation or evading payments of taxes, and he stated to me several times that 
there is nothing against us. For some reason or another he finally decided that 
we owe an enormous amount of excess profits tax and will not accept any 
explanations. They confiscated our building lot and all our savings. They 
left us without any capital or credit since they still have a claim for the same 
thing. Their claim was unjust and unfounded, and ever since we have put 
forth every possible effort to regain our position without success, and we are 
worse off now than when we first started in business. 

Our help left us for other employments, and regardless of our past reputation, 
after many years we find ourselves practically out of business. 

I will gladly, and will appreciate the opportunity to come before your com- 
mittee and state this un-American and deplorable case where the excess profits 
tax is the cause of destroying a progressive business and placing a penalty on 
this progress, and practically removing from the market a highly respected 
product after 30 years of extensive efforts, gruelling experiences, and expenses. 

Very truly yours, 





STrEEL-BronzeE SEALING RINGS Co. 
George Deeb 
GroRGE Deer, Sr. 


The Cuarrman. We want to thank you. It was a very fine state- 
ment. 


Mr. Ders. Thank you, Mr. Chairman. 

The Carman. The next witness is Mr. Henry B. Fernald, chair- 
man, tax committee, American Mining Congress. 

We are very glad to see you here again, Mr. Fernald, and if you 
will just give your name and the capacity in which you appear we 
will be delighted to hear you. 


STATEMENT OF HENRY B. FERNALD, CHAIRMAN OF THE TAX 
COMMITTEE, AMERICAN MINING CONGRESS 


Mr. Fernavp. Thank you, Mr. Chairman. I am Henry B. Fernald, 
of Montclair, N. J., chairman, tax committee of the American Mining 
Congress. 
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In the short time since the announcement of the present hearings it 
has been impossible to get together a majority of the members of our 
tax committee for further consideration of the question of the excess 
profits tax. I must therefore present to you the position of our com- 
nuttee with respect thereto as it was set forth in our statement to the 
staff of the Joint Committee on Internal Revenue Taxation, dated 
February 17, 1953. That statement was as follows: 


Heeess profits tar.—The effect of the excess profits tax, its many inequities 
and its technicalities, and its adverse impact on business affairs seem so gen- 
erally recognized that we shall not attempt to discuss these at length. 

We strongly urge that the excess profits tax be repealed as of December 31, 


1952, or at least be allowed to expire as it will under existing law as of June 
30, 1953. 


I regret it has not been possible for us to get together a full meeting 
of our committee from the various mining sections, extending from 
the Atlantic to the Pacific, for renewed consideration of this question 
at the present time, but I respectfully present to you this statement as 


represe nting the most recent position which our committee has taken 
in this regard. 


That is the statement I make as chairman of our tax committee. 

The Cuarrman. Thank you very much, Mr. Fernald. 

Are there any questions! 

You always make a very interesting statement. We appreciate your 
coming here and giving us the benefit of your knowledge on the sub- 
ject. Thank you very “much, 

Mr. E. B. Morrow, vice president of the Hercules Powder Co. of 
Wilmington, Del., was scheduled to appear today, but due to circum- 
stances beyond his control, will not appear. I request that his state- 
ment be made a part of the record and that his statement be furnished 
the members. Is there any objection ? 

The Chair hears none; this will be part of the record. 

(Statement referred to is as follows :) 


TESTIMONY OF EpwaArp B. Morrow, CHAIRMAN OF THE FINANCE COMMITTEE AND 
VIcE PRESIDENT OF HERCULES PoWDbvER Co., WILMINGTON, DEL., BEFORE THE 
House WAYS AND MEANS COMMITTEE ON JUNE 8, 1953 


My name is Edward B. Morrow. I reside in Wilmington, Del. I am chair- 
man of the finance committee and vice president of Hercules Powder Co., manu- 
facturer of a wide variety of chemicals used in making the finished products of 
a great many industries. No one product accounts for more than 15 percent 
of our total business and no one -industry accounts for more than 15 percent 
of our total sales 

I particularly appreciate the opportunity to appear before this important and 
distinguished committee because I feel very strongly that the admittedly vicious 
and inequitable excess profits tax should be allowed to expire on June 30, 1953. 

Hercules has assets having a value in terms of present dollars of $250 million 
($200 million plant and $50 million working capital), representing about 1/1,000 
of the combined assets of all manufacturing companies. Over a long period our 
company has grown at a rate averaging about 5 percent per year compounded 
annually, and we have financed this growth from internally generated funds, 
i. e., depreciation reserve set-asides and retained earnings. This method of ft 
nancing, which we have followed by choice, is the same that most small busi- 
nesses have to follow by necessity. The reason for our choice is our belief that 
a growing business such as ours should be financed with permanent capital 
without a maturity date—that our need for funds will continue to grow and 
there will never be a time when it is convenient to pay off borrowed money. 

The excess profits tax makes it impossible to follow a conservative financial 
policy. We cannot pay the Government 82 percent of our earnings over an arbi- 
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trarily fixed base, and still have enough left after reasonable dividends to finance 
our growth. ‘The excess profits tax encourages, in fact forces, corpora- 
tions to obtain funds for growth by borrowing, thus creating capital structures 
too heavily weighted with debt. The law is inequitable in its application, and 
even in the same industry we find some companies paying and some not. One 
way not to pay is to go out and borrow a lot of money. Actually you can make 
a profit by doing this. We have estimated that if we were to borrow $170 mil- 
lion, it would increase our base exemption sufliciently to entirely eliminate our 
excess profits tax. 

The present law contains some relief provisions, and more are talked of. We 
have no confidence in the adequacy of such provisions. Fresh in our minds is 
the attempt of Congress to afford relief from the World War II excess profits 
tax under section 722. We have spent a great amount of time and money 
over a period of 10 years with the Bureau of Internal Revenue in trying to 
determine what our base period exemption should have been under section 722, 
and the matter is still not concluded. An attempt to insert additional relief 
provisions in the present law seems to us more likely to multiply rather than 
diminish the inequities. Also, the administration of such provisions is costly 
and burdensome both to the taxpayer and the Government. In our view the 
excess profits tax is a bad law that cannot be made otherwise by specific pro- 
visions for relief; and we should not compromise with its complete elimina- 
tion as scheduled. 

I know the proposal is to keep the tax only a little while longer, but how 
can we be sure that it will not be extended again and again? Temporary laws 
sometimes have a habit of becoming permanent. The very name of the excess 
profits tax law has a public appeal because people generally do not understand 
its implications. Public opinion surveys have shown that if you ask 100 people, 
“Are you in favor of an excess profits tax?” the great majority will answer 
“Yes.” On the other hand, if you ask them whether it is fair for the Govern- 
ment to take 82 percent of a corporation’s profits, the great majority will say 
“No.” 

But aside from the fact that the law is inequitable, it is one which will yield 
diminishing returns. The encouragement it gives to wasteful expenditures on 
the theory that they only cost the taxpayer 18 cents on the dollar, plus the con- 
tinuing rise in the base-period exemption by increased borrowing and retention 
of earnings, are resulting in lower revenues from the tax. Some companies have 
already reached the point where they are not only free of current excess-profits- 
tax liability, but, if the law remains in force, will recapture that which they 
have paid previously. Moreover, the uncertainty as to its removal will cause 
hesitation in the building of additional revenue-producing plants. I know of 
no proposed expansion project in our company which could be justified except 
on the basis that much lower corporate tax rates will prevail. 

One of the reasons advanced for continuing the law is that the Government ex- 
penditure needs are such that we cannot afford to forego any source of revenue, 
no matter how vicious or inequitable the tax. I think there is room for con- 
siderable doubt that the Government needs to spend as much as it is now doing, 
but if I am wrong about this, then it is all the more important to assess the 
taxes on an equitable basis. It seems to me that a rise in the normal corporate 
tax rate would be more equitable and provide a more assured source of continued 
revenue than retention of the excess profits tax beyond June 30, 19538. 


The CuarMan. The next witness will be Mr. Norman Glenn, Presi- 
dent of the Sponsor Publications, Inc., New York City. If vou will 
give your name and the capacity in which you appear, Mr. Glenn, we 
will be very glad to hear you. 


STATEMENT OF NORMAN GLENN, PRESIDENT, SPONSOR 
PUBLICATIONS, INC., NEW YORK CITY 


Mr. GLENN. My name is Normal Glenn. Iam President of Sponsor 
Publications, Inc., New York City. I would like to talk today, if I 
may, on some of the inequities that a small, new, growing business 
faces under the excess-profits law. I have a statement that I would 
like to read. 
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One of the major defects in an excess-profits-tax law is its dis- 
criminatory and unfair treatment of new, growing corporations, par- 
ticularly of small businesses. The discussion which follows presents 
a case history which highlights this inequity, and suggests certain 
remedies. The situation is not unique, but is typical of a large num- 
ber of corporations. 

The company discussed in this ee is a relatively new, 
small business. It publishes a business paper, or trade magazine, in 
the radio and television fields. 7 company was incorporated in 
August of 1946 and published its first issue in November of 1946. 
Its initial capitalization coaeuliid of $50,000 of cash, and the trade- 
mark and other intangibles connected with the magazine, paid in for 
stock. 

Originally, the name of the magazine was copyrighted, and the 
magazine was designed for publication, in 1940. However, the pub 
lisher was called into the armed services, and plans had to be post 
poned. It was not until 1946, after the war, that he was again 
available for civilian activity, the needed capital could be raised, and 
the business started. 

Sponsor Publications, Inc., has a fiscal year ending June 30. It 
lost money during its first year of operations, but since then has 
operated at a profit. For the year ended June 30, 1951, its net income 
was about $72,000. Approximately 50 percent of its income was sub 
ject to excess-profits tax. Of its approximately $72,000 income, it 
retained after taxes $32,843. The following year, 1951-52, its income 
was $76,000, and after taxes it retained $31,403. 

A schedule of the company’s losses and income for its first 4 years 
preceding fiscal 1951 is as follows: ) 


Fiscal year: Income or loss 
Aug. 16, 1946-—June 30, 1947 $28, 000 Loss 
July 1, 1947—June 30, 1948 10,000 Gait 
July 1, 1948-June 30, 1949 14.000 Gain 
July 1, 1949—June 30, 1950 24,000 Gain 


None of the methods prese nted for the « omputa tion of the excess 
profits credit produces a fair excess-profits tax for the company in 
volved. Nor are any of the “relief” provisions helpful in this case 
The company is new, small, and growing. The e xcess-profits tax law 
works quite inequitably upon such. The following is a brief analysis: 

Invested capital: This company’s invested capiti al, representing the 
money initially paid in for stock, and accumulated earnings, is rela- 
tively small. Because of the technicalities of the income-tax laws 
there is no value planed upon the copyright and other intangibles 
inherent in the magazine. For purposes of market valuation, a maga- 
zine with the earning power which was demonstrated over the past 4 
years would have a sizable value, If this sum were included is investe: 
capital, the corporation’s invested capital credit would be materially 
increased. 

Average earnings: The base period for this company consists of 
the 4 calendar years 1946-49, or the 48 calendar months preceding 
March 31, 1950, even though it was not organized until August of 1944 
uor its first issue published until November 1946. Earnings for th 
36 best months in this period are averaged to determine the “average 
base period net income” representing 1 year’s normal earnings. The 
excess-profits credit is 83 percent of this amount. On this basis, the 
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company would have an average base period net income of $22,000 
and an income credit of approximately $20,000. There would be 
added to this amount some $3,000 representing additional credit for 
accretion of capital during the base period, bringing the company’s 
income credit up to $23,000. 

All corporations are entitled to a minimum excess-profits credit of 
$25,000. Both of these methods would produce a credit lower than 
the minimum. 

However, special methods of averaging are provided corporations 
which exhibit growth during the base period. If the company can fit 
the technicalities of the law and qualify for the growth computations, 
its “average base-period net income” will be incree ased to $34,000, re pre- 
senting its earnings for the last 12 months of its base period. Its 
income credit will be approximately $29,000, 85 percent of this amount. 
Were it not for the fact that the company had a temporary setback 
due to a radio broadcasting recession in 1950, this credit would have 
been higher. If the base-period income were adjusted on account of 
certain abnormal deductions, the maximum credit available would 
be about $37,000. 

Under the most advantageous of these methods, the smallest aes 
of income noe to exc ess- profits tax for the year ended June 30, 1951, 
would be $35,000, $72,000 minus $37,000. This means that $35,000 is 
regarded as excessive profits, against normal profits of some $37,000. 
It is quite obvious that $35,000 does not represent profits that are 
excessive by any definition of the term. The company has not benefited 
from any defense economy generally, nor has it received any war 
orders. The fact that current earnings are more than double the 
so-called income credit and are 70 percent greater than the best 
previous year is only an indication that the company is realizing its 
initial development growth and is reaching its level of normal 
earnings. 

Relief provisions: There are certain relief provisions in the excess- 
profits-tax law which were designed to cover cases of this sort. One 
provision extends relief to new corporations which have not yet had 
an opportunity to complete their normal growth and to ac chieve their 
normal competitive position. This provision purports to place the 
new corporation on the same relative-earnings basis as older cor pora- 
tions in its industry. It does this by applying to the new corporation’s 
assets the rate of return which the industry earned on total industry 
assets. In the case of publishing companies, this rate of return is 15 ‘1 
percent. However, it will be recalled that the company’s capitalization 
was exceedingly small, and no value could be placed upon its intangi- 
bles. Nor has it had the opportunity to accumulate capital from 
earnings. ‘Thus applying the industry rate of return to its own 
minimum assets, the company receives no relief at all. 

The World War Il excess profits tax law recognized that a com- 
pany’s current earnings may be attributable partly to prior research 
and development and partly to the manufacture and sale of articles 
or services representing the fruits of the research or development. In 
those cases a portion of the income attributable to the research and 
development was eliminated from current income and attributed to 
the years in which the development occurred. If those years occurred 
before the excess pe tax period, then such income bore no excess 
profits tax, although it was subject in full to income taxes. A some- 
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what comparable provision, enacted in the current excess profits tax 
law, has been severely limited and is now applicable only to natural 
resource industries. 

In all other cases involving development and research, the process 

r formula or patent must be sold in order to obtain relief. No sound 
reason would seem to hold why this company must be required to sell 
its magazine in order to receive this type of relief, although it did 
not have to do so under the World War II relief section, and why 
the oil producer is entitled to sell only the fruits of its development 
and obtain relief. 

The reason given in the committee reports under the current excess 
profits tax law for the limitation placed upon this relief is that the 
“provision in the old law was a potential loophold of major dimen- 
sions” and that the “need for a reallocation of such income seemed 
to be materially less than for the other classes of income” to which 
this relief was given. Actually, this is not the fact; there was no 
“potential” loophole, and the need for relief is considerable. 

Some relief was secured during the year ended June 30, 1951, only as 
a result of special tax rates put into the excess profits law to take 
care of new corporations. 1951 was the fifth year dating from the 
first year, 1946, on which the corporation earning base was computed, 
and was the only year for which this minor relief could be obtained. 
This special relief in Sponsor's case was approximately $200, Special 
relief granted to TV broadcasting companies was not “granted to a 
magazine like Sponsor. 

The income of business papers comes primarily from advertising. 
The function of a business paper is to secure a relatively narrow 
group of readers who are responsible for making, and who have the 
authority to make, purchasing decisions for their industry. This 
readership is obtained through the excellence of the editorial formula 
and the service rendered its readers by keeping them apprised of 
current developments and ideas in their field. The paper then sells 
the opportunity to reach this readership to advertisers who are in- 
terested in selling products or services to the industries the readers 
represent. That ‘Spons or renders a particularly useful service is at- 
tested to by such editorial comment as the following: John Crosby, 
radio and TV columnist for the New York Herald Tribune and 
syndicated to about 100 other newspapers on March 4, 1953, wrote: 
“Sponsor magazine, which makes more sense than any other trade 
paper * * *°, and Sid Shalit, radio and TV columnist for the New 
York Daily News on May 27, 1953: “The authoritative magazine 
Sponsor * * *” 

The work involved in creating a magazine, securing readership, 
and selling advertising is—in the publishing fiel 1—analogous to drill- 
ing an oil well or opening a new mine in the natural resource in- 
dustries. There should be no discrimination in giving relief. 

It is only where there is a real need among the potential readers for 
the services and information which a new paper can provide, that a 
new paper will succeed in establishing the quality of readership which 
it needs to sell the volume of advertising which will produce a profit. 
The magazine published by this company fitted such a need. The 
fact that it made a profit in its second year of operations, and has 
continued profitably ever since, is complete evidence of its essential 
merit and continuing vitality. It is also evidence of the fact that 
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its earnings were growing normally, and would continue to grow as 
its accumulated capital and experience expanded. It is proof that 
some 50 percent of its 1951 and 1952 income is not excessive profits. 
Most of it was only the reflection of normal development and growth. 
A new business paper is a relatively hazardous undert: king. The 
mortality rate is high; generally considered over 90 percent. Losses 
are customary during the first 4 or 5 years of operations. It is an 
unusual paper that is profitable in its second year of operations. Con- 
sequently, the profits earned by this company in its base period years 
are not representative of its normal earning ability. They were profits 
earned while the business was still in the process of being developed. 
To say that the higher 1951 or 1952 profits constitute “excessive 
profits” is to distort fundamental business facts to the exigencies of 
an imperfect excess-profits-tax law. 

The company’s setback in its fiscal year ended June 30, 1950, was 
not due to any diminution in its earning ability. It was due solely 
to the confusion which arose in that year as a result of the incursion 
of television into the broadcasting field. As soon as the chaotic rela- 
tionship between radio and television stabilized somewhat at the end 
of 1950 and during 1951, the corporation’s earnings sharply increased. 
This fact depressed the company’s base period earnings and cannot 
be corrected under the present law. The unusual nature of the tele- 
vision industry was recognized by special relief accorded TV stations, 
yet no comparable relief was afforded Sponsor. 

It is quite apparent that the present methods of computing the excess- 
profits tax for a company such as this are completely inadequate, most 
discriminatory, and inequitable. The income of publishers, and par- 
ticularly business-paper publishers, for this first excess-profits tax 
year, 1951, was not 200 percent of their excess-profits credits; 50 per- 
cent of their income is not being subjected to excess-profits tax, Ob- 
viously the fact that the income of this company for its fiscal year 
1951 was approximately 200 percent of its excess-profits credit, and 
that 50 percent of its income was subject to excess-profits tax, is that 
the excess-profits tax is working unfairly and unequally upon the 
company. It is taxing this company in a pasate more severe degree 
than its competitors. It is taxing a young growing company in the 
most severe manner possib le, at a tume when its normal growth should 
be encouraged and not inhibited. More than that, it is discouraging 
the growth of a small business, merely because it is a new business. If 
this new magazine had been started by an established, successful 
publishing company with a large excess-profits credit, the tax upon 
the new venture would be much smaller. 

The excess-profits tax, as applied to this company, is making more 
difficult the accumulation of working capital through ret: ained earn- 
ings p lowed back into the business. Of the company’s $75,000 earn- 
ings, $35,000 was subjected to tax at 77 percent during 19: 0-51. Ap- 
proximately $10,000 of this $44,000 will be left for business purposes, 

The situation is worse in the fiscal year ended June 30, 1952. The 
excess-profits credit based on income was reduced from 85 percent 
to 883 percent. New corporation relief is not available. Despite nor- 
mal business growth, Sponsor was able to retain only $31,403, after 
taxes, out of an income of $76,000. Thus, Sponsor is penalized for 
being a new, small, growing business. 
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Had World War IT not interfered, the present publisher would 
have commenced business in 1940. It would have been in operation 
for some 6 years before the beginning of its present base period, Jan- 
uary 1, 1946. Even under World War II conditions, it would have 
been able to accumulate working capital and would have had sufli- 
cient publishing experience and background to enter the present base 
period years as a more or less mature publication. Under those cir- 
cumstances, its earnings during the base period would have been 
higher. There would not have been the dramatic increase of 1951 
and 1952 e: irnings over the base period credit which currently exists. 
The company would have paid an excess-profits tax on increased earn 
ings which would have reflected fiscal 1951 business conditions as 
compared with base period business conditions. It would not then pay 
an excess-profits tax upon the normal increase in income arising from 
the normal growth inherent in the new operation. It would not be 
paying an excess-profits tax on normal earnings. 

The publisher of this magazine, however, was prevented from start 
ing his magazine in 1940 because of his entry into the Armed Forces. 
This interference, the late start in 1946, the minimum capitalization 
with which the business started, the fact that it is a new business and 
a small business have all accumulated to force this company into an 
excess-profits tax much higher and much more unreasonable than the 
excess-profits tax which its competitors and, indeed, other publishers 
will be paying. In this case, the excess-profits tax has traditionally 
worked against the new growing corporation, If it cannot work 
equitably upon the new corporation, it should at least not i eatin it. 

There are many remedies which could be advanced to alleviate 
situations such as this. This case is not an isolated instance. It is 
typical of the unfair and discriminatory impact of the excess-profits 
tax law upon new and growing companies. 

One method of relief would be to revise the sections dealing with 
current income resulting from development so as to permit a portion 
of this company’s current income to be allocated to the years in which 
development of the magazine occurred. 

Another method would be to revise the excess-profits credit of the 
company so as to produce a more fair and equitable amount of income 
subject to excess- profits tax. This could be done by establishing a 
series of industry groups who would be qualified to pass upon such 
questions in the case of specific corporations. 

A more mechanical method would be to determine the portion of 
current income on which the company’s industry paid an excess 
profits tax. The new company would then pay a tax upon the same 
portion of its own income. For example, this could be achieved by 
determining the increase in income of the publishing industry for 
fiscal 1951 over the base period year. The same ratio, applied to in 
come of this company for fiseal 1951, would then represent its income 
subject to excess-profits tax. While this would not completely elimi 
nate from tax all of the income due to growth inherent in the company, 
it would at least place the corporation, percentagewise, upon the same 
footing as its industry. 

Relief provisions have been traditional in excess-profits-tax laws to 
mitigate its inequitable treatment of small growing businesses. Those 
provisions should be so written as to cover cases such as this. It is 
not too late to do so. 
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In closing I would like to thank this committee for the wonderful 
work it is doing and for giving me an opportunity to present my 
case, Which I do not think is too atypical. 

The Cuairman. We thank you very much for your appearance here 
and the information you have given. 

Are there any questions from the members? Apparently not. We 
appreciate very, very much your appearance. 

Mr. Guienn. Thank you. 

The Cuatrman. Is Mr. Robert T. Sheen, president, Milton Roy Co., 
Chestnut Hill, Philadelphia, Pa., here? Apparently, he is not here. 

Mr. Oscar H. Ahnberg, vice president, R. T. Collier Corp., Los 
Angeles, Calif.? Mr. Ahnberg, if you will give your name and the 
capacity in which you appear for the record, we will be very glad to 
hear from you. 


STATEMENT OF OSCAR H. AHNBERG, VICE PRESIDENT, R. T. COLLIER 
CORP., LOS ANGELES, CALIF. 


Mr. Aunperc. I am Oscar H. Ahnberg, vice president of the R. T. 
Collier Corp., a California corporation with its offices in Los Angeles, 
Calif. 

This corporation was organized in late 1944 and engaged in the 
processing of waste byproducts from the oil refining and the fruit 
canning industry in the area. This was an extremely difficult time to 
get started because of the shortages in labor, material, and the delay 
in construction of facilities. As a result of these conditions, the com- 
pany operated at a loss from 1944 up until 1949. Since 1949, the sales 
of the company have more than doubled, which required additional 
working funds for the necessary increase in inventories and the carry- 
ing of accounts receivable for the customer 

Inasmuch as the company operated at a jess during the years men- 
tioned above, there were no base period earnings available for the 
determination of an excess-profits credit. However, the ¢ ‘company did 
qualify under the growth formula and this, together with the credit 
for invested capital did provide a modest excess- profits credit. This 
formula is fine as far as it goes, but it makes no provision for expansion 
which is necessary if any “business is to survive. Sales have doubled 
since 1949, but the profits from these additional sales are in reality new 
profits from new operations and should in no sense be considered as 
excess profits. The excess-profits tax does not recognize this fact 
and consequently all of the additional earnings were and are now sub- 
jected to the full impact of the normal tax, surtax, and the excess- 
profits tax. In this connection the company paid during the years 
1951-52 approximately 68 percent in taxes on all net income. In 1953, 
the company will be taxed at the maximum rate of 70 percent if the 
excess-profits tax is extended to December 31, 1953. 

At the present time, we are using in the ordinary conduct of our 
business money that we owe for taxes. In effect, we are living on in- 
come which we hope to get during 1954 to pay the taxes which are 
accumulating during 1953. God help us if we don’t get that income. 

While no one objects to paying high taxes to protect the national 
security, the excess-profits tax is unfair in that it strikes hardest at 
small business, at new business. and at any business that tries to grow. 
Under this law, it is extremely hazardous to start a new business even 
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though the potential returns are such that the investment is considered 
as venture capital under calculated risks. It is impossible for a small 
company to prosper and grow, and yet the very foundation of our 
economy is based on continued growth. 

We have not been financially able to pay any dividends on our com- 
mon stock since the inception of the company. Yet we are faced with 
the situation that a silent, but vigilant and remorseless partner, who 
owns no stock, has not invested one penny in our business, is empow- 
ered to take, and takes, 70 percent of our earnings. It is not difficult 
to see who goes broke first. 

If industrial growth is to keep pace with the increase in population 
and the need for additional goods, then business must be given a fair 
shake. Continuation of the excess-profits tax does not meet this 
requirement, but rather serves to put a severe penalty on successful 
management. 

The excess-profits tax should be permitted to expire as scheduled. 

I thank you. 

The Cuairman. We thank you very much, sir, for your statement. 

Mr. Aunperc. Thank you. I should like to express my apprecia- 
tion for the opportunity of appearing here. 

The CuarrMan. Your information will be very helpful. 

The next witness is Dr. William A. Peterson, Short Hills, N. J. 
Doctor, if you will give your name and the capacity in which you 
appear for the record, we will be delighted to hear you, 


STATEMENT OF DR. WILLIAM H. PETERSON, SHORT HILIS, N. J. 


Dr. Prererson. Chairman Reed and members of the committee, my 
name is William H. Peterson. I am a professor of economics at the 
Polytechnic Institute of Brooklyn, an engineering college. My pur- 
pose today is to present testimony before this committee, not as a 
member of an organization adversely affected by the excess-profits tax 
but rather as a private American citizen and a professional economist. 

My position is clear: I am opposed to the extension of the excess- 
profits tax. 

At the outset, let me state my conviction that my opposition to the 
ill-conceived excess-profits tax—may I interject at this point that when 
I say ill-conceived, I believe that renegotiation of war contracts pre- 
sents a far more expedient and efficient and fair way to take the so- 
called profits out of war. But the excess-profits tax hits war and non- 
war contractors simultaneously, which obviously is not scientific. 

I would like to register my opposition, also, to the heavily progres- 
sive income tax as well. 

My opposition is probably one of expediency, for in the final analysis 
we here today are not dealing with causes but with symptoms. These 
vicious taxes, bad as they are, are symptomatic of an even greater 
problem. 

That problem is, Can our Government, supposedly a government of 
limited powers and a free society, live within its income? In the past 
20 fiscal years ending this June 30, only 3 of those years—1947, 1948, 
and 1951—show an absence of a deficit. The administration now pre- 
dicts continued deficits to at least fiscal 1955. Hence, the first order 
of business of the Government ought to be to cut expenditures dras- 
tically and courageously. 
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Mr. Mason. Amen! Good work! 

Dr. Pererson. I would like also to add at this point, if I may, that 
the administration seems to be giving us a Hobson’s choice. Either 
we continue the evil tax, they say, or we worsen our possible defense. 
Let me say as a former lieutenant in the United States Navy that there 
is much ground for eliminating waste and inefficiency in the Armed 
Forces. I know that from firsthand. I also would like to quote, if 
I may, Lord Acton’s famous advice that if the military had their way 
they would fortify the moon. 

My reasons for opposition to the excess-profits tax are : 

The administration claims that the expiration of the excess-profits 
Ms ‘would mean a severe revenue loss of $800 million in fiscal 1954. 
This claim, I submit, is open to question. 

While the excess-profits tax, as a source of revenue, would be non- 
existent if the present law is allowed to expire, it does not follow that 
the Government would be out $800 million. As we have witnessed in 
the case of the recent whisky excise increase to $10.50 a gallon with 
its resulting falling off of that excise revenue, it is my contention that 
the excess-profits tax has long since operated under the law of dimin- 
ishing returns, that the excess-profits-tax law has destroyed far more 
potential revenue than it has brought in. 

Impressive evidence has already accumulated before this committee 
attesting to the heavy depressant effect of the excess-profits tax upon 
investment and industrial expansion, which in turn reduces Govern- 
ment receipts from regular corporate returns. 

2. One of the worse defects of the excess-profits tax is its infla- 
tionary effect. When companies find themselves in the 82 percent 
excess-profits-tax bracket, they are faced with 18-cent dollars in 
effect. A spending spree becomes a “bargain.” Beardsley Ruml 
points this out in his Management and the Excess-Profits Tax when 
he said that these cheapened excess-profits tax “dollars in the econ- 
omy, even if every one of them is prudently used, are unquestionably 
in some measure an inflationary influence.” 

Moreover, excess-profits tax encourages debt and discourages 
thrift. The typical corporation can frequently reduce its excess- 
profits tax by borrowing money and thus increasing its capital. 
Such a condition is possible where the tax saving more than offsets 
the interest cost. Interest is deducted from profits for tax purposes 
anyway. Thus, borrowing may be feasible only because of this 
tax-avoidance feature. 

May I again add that this corporate artificially induced borrowing 
has provided a source of unnecessary competition with corporate 
borrowing, and I believe that this is at least a contributory factor 
to the fact that Government bonds, the present 31/4 issue, is selling 
below par. In other words, the administration is bringing about 
this competition by forcing corporations frequently to borrow, re- 
ducing the available capital for the Government, despite, I submit, 
the 314 percent new interest rate. 

Hence, excess-profits tax is double taxation, a tax on corporations, 
confiscating their rightful earnings, and a tax on consumers, who 
must pay higher inflated prices. You can almost argue that it is 
a case of triple taxation if you count corporate taxation as double 
taxation. In other words, the corporations pay a tax on their earn- 
ings first on their regular corporate income tax return, and then 
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the owners of the company have to pay a tax on dividends that they 
receive. 

3. Excess-profits tax makes a recession more likely. It seems in- 
congruous that, on the one hand, the administration readies a so- 
called antidepression plan and revives Council of Economic Advisers 
to help keep the economy on an even keel while, on the other hand, 
the administration stultifies capital formations and business expan- 
sion through an excess-profits tax. 

This situation is further aggravated by the prevalent feeling held 
by businessmen and consumers that the imminent truce in Korea 
and the railroad cutback (however weakly) Federal expenditures 
will lead us to a recession, 

Business psychology is of such nature that it can contribute to 
an upturn or downturn in business. If the profit outlook is gener- 
ally good, businessmen generally invest, and thereby expand pay- 
rolls. If the profit outlook is generally bad (and excess-profits tax 
helps to make it bad) businessmen generally contract their activities. 

The present volume of corporate debt is abnormally heavy at this 
time and it represents a fixed overhead which makes the present high 
business equilibrium a most delicate one. Break-even points, as a 
whole, have never been higher. Corporate debt has, of course, been 
exaggerated by the inability of firms to plow back earnings, the earn- 
ings having been confiscated by excess-profits tax. 

Section 102 of the code, the so-called undistributed profits tax, 
further penalizes corporate saving and it, too, has forced firms to 
borrow. 

I would like to adhere, too, that the inability of corporations to 
plow back earnings worsens the possibility of a depression because 
it removes from corporations one of the best sources of capital for 
expansion. Our labor force is expanding at the rate of 700,000 a 


year and if you assume that it takes $10,000 of capital for each 
worker, it as follows that the corporate economy would need 
about $7 million annually to keep up a steady rate of growth in 


the economy. 

Mr. Mason. If the gentleman will yield there a moment, Ford built 
up his empire by plowing back his profits during the years when 
the Federal tax was 1 to 4 percent. Would it be possible for any 
company to build up into a Ford empire today with our present tax 
system ¢ 

Dr. Pererson. I doubt it very much. 

The CHarrMan. I started to say that I thought possibly your $7 
million was rather modest. I thought it required more than that; 
are you referring to just taking care of the annual-growth factor ? 

Dr. Pererson. Yes, I am; and I might further qui alify it by keeping 
in mind that the $7 million I refer to applies largely to the industrial 
side of the economy. 

The Cuatrman. Yes. 

Dr. Pererson. Not taking into account the agricultural, financially. 

The CHarrman. Of course, Doctor, the required venture capital, 
we will call it, to take care of that runs into many, many millions of 
dollars, because it requires not only $10,000 to give each man a job, 
but in some industries it runs to as much as.$40,000. 
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Dr. Prrerson. That is correct. The $10,000 I used was an average 
figure. In the meat-packing and petroleum industries it runs as high 
as $50,000 per worker. 

The Carman. Thank you very much. 

Dr. Peterson. Excess-profits tax continuation, even for 6 months, 
can only worsen this entire situation. But an obvious stimulant to 
forward-looking optimistic business psychology would be removal of 
the excess-profits tax. 

May I also add that I think it is ironic that our NATO allies, Great 
Britain and Canada, have used this device of removal of the discrimi- 
natory and excessive taxation as a device to keep up high business 
activity, whereas we have not seen fit to do so. 

Excess-profits tax tends to misguide production and leads to 
waste and inefficiency. In this respect it is little different from the 
Transportation Act of 1920. This act provided for a 6-percent limit 
on profits for class I railroads and a recapture clause permitting 
weaker roads to share in profits over 6 percent. That is, the weaker 
roads could share in the profits of the profitable roads. In short, the 
efficient were forced to nurture the inefficient. 

But most efficient roads found it more convenient not to make excess 
profits over 6 percent. Potentially, excess profits were frequently 
curbed by wasteful expenditures. For example, there were a lot of 
railroad ties that were torn up unnecessarily even though the life of 
those ties would have continued for a long time. Ultimately the 
recapture clause was repealed. I believe in 1933. The parallel to 
ee tax is inescapable. 

5. Excess-profits tax hits hard at all businesses, large and small. 
In ‘this testimony before this committee on June 1, the Secretary of 
the Treasury said, “Furthermore, most of the tax (excess- profits tax) 
was paid by large companies.” This statement I submit is mislead- 
ing. Reference to table I (attached) shows that large companies pay 
most of the regular corporate tax, too, let alone excess-profits tax. 
Table I also shows that a striking correlation exists between the 
income-tax spread and the excess- profits-tax spread, and thus excess- 
profits tax is obviously not respectful of corporate size. In other 
words, gentlemen, I got the impression when I read the testimony of 
the See retary that he was implying that only big companies are paying 
the tax, that if small companies pay it, they are paying only a very 
small and perhaps insignificant part of that tax. But reference to 
this table would show that the correlation of taxes, both of the excess- 
profits tax and the regular corporate profits tax, shows a very close 
similarity. In other words, that the small companies are paying their 
proportionate share of the tax. 

It is altogether true that large companies do pay most of the tax, but 
I submit that the burden of the tax is just as hard on the small compa- 
nies who are anxious to grow, as it is on the big companies. And, as a 
matter of fact, excess-profits tax represents an effective barrier to 
small firms anxious to grow. For an administration professing to help 
small business, excess- profits tax is an anomaly. 

6. Excess-profits tax is incompatible with the free-enterprise system. 
One of the most important functions of profit is to direct production 
as determined in the market place. But excess-profits tax distorts 
profits and hence mitigates the market place as a director of economic 
energy. The Government in effect backs a hidden economic com- 
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missar. The dynamic nature of capitalism becomes warped, while the 
Government arbitrarily decides what is normal and what is excess. 
It is the philosophy of intervention. 

In summary, both excess-profits tax and the present individual 
income-tax structure are moralless. Eighty-two percent in one and 
92 percent in the other is tantamount to outright confiscation. 

Excess-profits tax is unscientific. It is a destructive tax. I think 
we all recall the words of Chief Justice Marshall, back in 1819, who 
said that the power to tax involves the power to destroy. Most cer- 
tainly this is a very destructive tax. If it is bad 6 months from now, 
as the administration admits, it most assuredly is bad now. Let the 
excess-profits-tax law expire. 

I thank you very muc 

The CuarrMan. eke does that conclude your statement ¢ 

Dr. Prrerson. Yes. 

The Crarrman. I want to congratulate you, sir. That is a a 
fine analysis of the whole situation. It is certainly very helpful, I 
am sure, not only to us but to Members of the Congress who will take 
the time to read this splendid document. Are there any questions ¢ 
The Chair hears none. 

We thank you very much. 

Dr. Prererson. Thank you very much, Mr. Chairman. 

(Table I referred to is as follows :) 
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The Cuarrman. The next witness is Mr. Robert T. Sheen, president, 
Milton Roy Co., Chestnut Hill, Philadelphia, Pa. If you will give 
your name and the capacity in which you appear we will be very glad 
to hear you, sir. 


STATEMENT OF ROBERT T. SHEEN, PRESIDENT, MILTON ROY CO., 
CHESTNUT HILL, PHILADELPHIA, PA. 


Mr. Sueen. Thank you, Mr. Chairman. Members of the commit- 
tee, my name is Robert T. Sheen. I am president of the Milton Roy 
Co., of Philadelphia, Pa. First of all, the qualifications of your 
witness. 

lama graduate of Lehigh University, bachelor of science in chemi- 
cal engineering; a registered professional engineer in New Jersey, 
Pennsylvania, Ohio, and Illinois; a member of the American Institute 
of Chemical Engineers, American Chemical Society; American So- 
ciety for Testing Materials; National Society of Professional Engi- 
neers; Instrument Society of America (now serving as national vice 
president) ; author of over 30 technical papers on industrial water 
treatment and industrial waste disposal, chemical pumps, and auto 
matic chemical feed systems. I hold a number of patents on chemical 
pumps. 

My appearance before this committee today is to present a case his 
tory of the terrific impact of the existing corporate tax structure on 
the growth of a young, vigorous, and expanding organization. I 
know that our story could be repeated many times over by young or- 
ganizations who started in business within the last 20 years and who 
endeavored to expand on their own financial resources. 

First, let me tell you a bit of the history of Milton Roy Co. as back- 
ground for this case. In my work with the firm of W. H. & L. D. 
Betz, in the year 1937, I found the need for an accurate chemical feed 
pump to dispense the proper quantities of water-treating chemicals 
to a water-treatment process. The Betz organization is a firm of 
consulting chemical engineers and I was employed in the position of 
technical director and in charge of a staff of engineers designing 
water purification and industrial water-treatmént plants. 

I could not find the type of equipment I wanted on the market and 
consulted with my father, a mechanical engineer, on the problem. He 
proceeded to design a chemical pump to meet this need. W.H. & L. D. 
Betz was not interested in going into the equipment-manufacturing 
business but gave us permission to do so as long as we did not use the 
family name of Sheen, inasmuch as my name was closely associated 
with Betz through authorship of many technical papers and in charge 
of their work. We therefore took the name Milton Roy from my 
father’s full name Milton Roy Sheen for the name of the partnership 
and started the manufacture of these pumps on a part-time basis and 
practically as a hobby. 

My father had no capital and had lost all his savings in the depres- 
sion. I had only what I had been able to save from my work with the 
Betz organization after paying off my debts incurred to put myself 
through college. Beginning capital was less than $1,000, 

Dad made the patterns for the first castings in the basement of his 
home, took them to local foundries to have castings poured. He took 
these to a local machine shop and had the pumps fabricated, all to 
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individual order. The design proved so successful that my father 
was soon able to devote all of his time to this business. Finally, in 
1942, I resigned from the Betz organization as an employee, but was 
still retained by them as a consulting engineer to give as much time as 
I still had available to tapering off my responsibilities with that organ- 
ization over the following 3 years. 

In 1946 and at the time I was able to give full time to the enterprise, 
we changed from the partnership form to a corporation to assure a 
proper continuity in the event of possible death of either principal 
and also to permit a sharing of the organization with a number of our 
employees. It happened that this was done none too soon as my 
father passed away in 1947, suddenly and without warning, as the 
result of a heart attack. 

While still operating as a partnership, we rented a small building 
on 3 acres of ground in the Chestnut Hill section of Philadelphia, 
and purchased the property in 1943. We built our own machine 
shop a year later in 1944 and have been constantly adding additional 
building and machine tools ever since. At the time we incorporated 
in 1946 we had about 25 employees. ‘Today we have over 140. Profits 
were constantly plowed back into the business to finance the ever- 
increasing need for growth to meet the demand for our products. 
Our employees and sales representatives were admitted to stock own- 
ership under stockholders agreement requiring them to sell back to 
the company in the event of decease or leaving our employ. Today I 
own a little more than 50 percent of the stock and have a total of 102 
stockholders. Over one-third of the men in our shop operating 
machine tools own stock in Milton Roy Co., and about three-fourths 
of the male employees and some of the female employees in the office 
are also stockholders. They are vitally interested in the growth of 
this organization. 

In 1946, the year in which we were incorporated, our sales were 
$387,000. We had our first $1 million sales year in 1948 and a $2 
million sales year in 1951. Last year was almost $2,250,000, and this 
year will approach $2,500,000. 

Now let us look at the effect of the corporate tax structure on the 
financial history of this company, a company that has tried to grow 
with its own financial resources, the capital coming entirely from the 
savings of the original cofounders and then with additional invested 
capital from the coworkers and employees. Figure 1 and table 1 
will give the vital statistics. Starting in 1946 and ith sales of 
$387,000, we were operating on a tot: al paid capital and retained 
profits, net worth, of $122,000. We had bank debt of $32,000, giving 
us a total of $154,000, of which the debt figure is 21 percent. At that 
time the total of Federal income taxes on our income came to 27.2 
percent. In 1947, 1948, and 1949 we grew to and passed the $1 million 
mark in sales and were able to reduce our debt to 12 percent, to 14 per- 
cent of our total net worth plus debt, and at a time when Federal 
income taxes were taking 38 to 39 percent of our net, income. 

In 1950 we comp leted some new developments and plans for ex- 
panding our operations and started to realize in the form of bookings 
a further substantial increase in business. We increased our borrow- 
ings from $64,000 in 1949 to $136,000 in 1950, preparing to handle 
this increased volume. This jumped our percentage of debt back up 
to 23 percent, but at a time when the tax structure was still such, 
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namely, 37.4 percent of our income that year, that made worthwhile 
this gamble and additional investment. 

Included in our plans at that time was a new building that we 
thought was going to be necessary to house additional production 
facilities. We actually purchased and had the steel delivered, costing 
$12,760 and paid our architects fees and then in 1951 when it became 
quite apparent that we now had a major unseen controlling stock- 
holder and partner, the Government, who was going to take most of 
our earnings and demand delivery in cash, th: at we canceled our new 
building plans and sold the steel in 1951 and proceeded instead to 
crowd our present facilities to a degree that we had not believed pre- 
viously possible. Debt had to be further increased in 1951 to support 
the increased sales. In spite of a jump in sales from 1950 to 1951 from 
$1,091,000 to $2,044,000 the net profits that we had remaining of 
$101,000 after paying total taxes of $189,000 didn’t even cover our 
increase in working inventory necessary to support the increased busi- 
ness. Our inventory increased duri ing that year $123,000. This meant 
that the further increase in inventory, the increase in physical facil- 
ities, accounts receivables and necessary cash to run the business all 
had to come from one source—credit. ‘The total corporate tax on our 
income was 63.3 percent—thanks to the so-called excess-profits tax, 
which should be more appropriately labeled “The Anti-Growth Tax.” 

We are forced to use the year of 1952 as a year of consolidation for 
our growth, adding materially to our staff of employees and making 
expenditures on advertising and making all possible plans to use as 
much out of the funds as would otherwise go into this antigrowth tax 
to lay a foundation for growth in future years, hoping and be lheving 
that the change of admiinstration in our Government would bri ing us 
some relief and enable us to again secure some capital dollars for which 
we could pay for new plant and equipment. As it was, corporate 
taxes still took 60 percent of our net income in 1952. With the change 
of administration, we believed we saw enough daylight ahead to pro- 
ceed with our plans of capital expansion and started borrowing again 
to proceed with the very badly needed production facilities so that 
debt increased in 1952 to $285,000 against the total of net worth of 
$587,000 or debt became 33 percent of the total investment in our 
organization. 

We had looked forward to an end of the antigrowth tax the middle 
of this year. The last figures in our tables and charts show the net 
effect of having that tax loaded on to an already heavy corporate tax 
continuing for the balance of 1953. Our new building will be com- 
plete July 1 and a number of new machine tools that we , have on order 
will be delivered this fall. Our debt is anticipated to be $425,000 or 
40 percent of the total funds invested in our organization by the end 
of this year if this antigrowth tax extends through the bal: ance of 
this year. True, this tax ‘alone is not responsible for the total picture, 
but it is just about the final straw that could just about cause the 
breaking of a growing organization such as this. Clnieusly, a debt 
ratio of 40 percent could ‘only be obtained by a strong organization 
vitally aggressive in its field and with the most promising outlook. 
It is also quite apparent, however, that this company has grown in 
spite of the existing scale of corporate taxation but has now grown 
to the point where any further growth is prohibited until such time 
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as positive relief and a more encouraging atmosphere with a practical 
theory and practice of taxation can be effected. 

Over the period of 1946 to 1952, Federal taxes have taken 50.3 
percent of our net earnings, 27.4 percent of earnings have been re- 
tained in the business for ently and 22.3 percent paid our stock- 
holders in dividends. The dividends were reduced in 1951 over the 
dividends paid in 1950 and again further reduced in 1952, in spite of 
sales more than doubling. 

As a further result of this antigrowth tax, the money we had 
remaining to be retained in the business in 1952 to pay for new plant 
and equipment was less than that in either 1947 or 1948, 2 years in 
which the business was less than half that of 1952. 

Now let us examine table II with accompanying charts. In these 
we have made some calculations, assuming that the average of our 
corporate tax structure had remained at approximately 38 percent 
and what the net effect would have been in 1951, 1952, and 1953 had 
all other factors remained equal. In 1951, $70,000 more would ap- 
pear in paid-in capital and net worth and $70,000 less in debt, so 
that debt would have been $80,000 instead of $150,000 and would have 
represented 12 percent of our capital structure. In 1952 with the 
necessity for still some borrowing for our new building plans, debt 
would have risen to $161,000 instead of $285,000 and would then have 
been 19 percent of our capital structure and 1953, proceeding with our 
growth in a normal manner, our debt would have reached $267,000, 
completing our new building with new plant facilities and would 
represent 25 percent of our total capital structure. While this is still 
a heavy debt, it would be a logical one and a sound one for a rapidly 
growing organization such as ours. It is quite apparent that our 
growth has only been possible because of an excellent credit condition 
that our growth has been financed principally on borrowed money— 
debt. Debt that could become dangerous in the event of any major 
change in our economy. Only the future will tell whether we in 
management have taken too much of a risk for all of our employee 
stockholders in our firm believe that this antigrowth tax would be 
allowed to die a natural death on its expiration this month and in 
our further belief that there would be soon some positive relief on this 
heavy tax structure. 

Our President’s program and the administration’s program for 
balancing the budget and reducing taxes for all is certainly a big step 
in the right direction and an indication that sooner or later relief 
will come. We understand that it is simply a question of timing, the 
President urging that this antigrowth tax be extended to the end of 
the year so that everyone will get a tax reduction at the same time. 
The growth corporations in the antigrowth tax brackets, however, are 
not the “favored few.” They are the heavily penalized few, penalized 
because we dare to grow in the American tradition and in the Ameri- 
can way. We dare to grow in spite of an antigrowth tax, even if we 
make this growth on borrowed money. 

While the Government should certainly balance its budget and 
put its house in order, small-growth organizations heavily penalized 
by this tax have their definite problems too. The corporations not 
under this tax are now the more favored corporations and removal 
of the tax would at least equalize the load. I do not believe that 
this administration should even support the philosophy of this method 
of taxation by recommending its extension for 6 months, admitting 
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at the same time that “it is inequitable. It is unjust. It is clumsy, 
and it is awkward.” 

I hope that this case history of a typical growth corporation will 
be of some value to this committee in its deliberations. 

Thank you. 

(Data submitted by Mr. Sheen follows:) 


TAaRLE I.—Effect of Federal income tar on capital structure of Milton Roy Co., 
Milton Roy Co., Ine., in 1946, from partnership of Milton Roy 


[All figures in thousands of dollars 


Percent 

‘ ‘ ace Federal 
Year Sales Net wortt Debt Net worth | Percent of incor tax 

plus debt debt MA 

on Milton 
Roy income 
1946 387 122 32 1M 21 27.2 
G47 83 219 79 298 26 39.2 
1948 1,014 286 4] 27 12 39.5 
1949 1, 068 372 64 436 14 38.3 
1950 1, OVI 444 13¢ 580 23 37.4 
1951 2, 044 508 150 658 23 63.3 
1952 2, 225 O87 285 872 33 60.0 
1953 (projected estimate 2, 400 40 425 1, 065 41) 60. 0 

1 Net worth, total paid i apital, retained profits and additional investment 


2 Excess-profits tax extended through 1953 


Tape II.—Calculated effect of 88-percent corporate income tax on years 1951-538 
on capital structure of Milton Roy Co. 


{All figures in thousands of do 
Year Sal Net worth debt 


1951 » 044 78 80 658 
1952 2, 225 701 171 872 


1953 (projected estimate 2, 400 708 267 1, O65 25 
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{Reprinted from Philadelphia Magazine, December 1951] 


Minton Roy Co.—FRoM a BASEMENT WORKSHOP To A LARGE VOLUME 
Pump PLANT 


In 1937 Milton Roy Sheen and his son, Robert, invented the step valve, key 
to controlled volume pumping. In the basement workshop of their home in the 
Frankford section of Philadelphia, this father-and-son team developed their 
own answer to one of the biggest problems facing the chemical process industry. 

The trend toward fluid flow processing had created a demand for more 
rapid and efficient handling of chemicals in exact ratios. The need for improve- 
ments of long-standing chemical systems, notably boiler feed water treatment, 
was imperative. These facts were recognized by the Sheens in their work as 
engineers for the W. H. & L. D. Betz Co. of Philadelphia. 

Working in their spare moments, they designed and built the first step valve— 
a liquid end consisting of 4 balls and seats—two on the inlet and 2 on the outlet 
side. When the pump plunger is moved back in the displacement chamber, 
the partial vacuum created lifts the inlet balls permitting the intake of liquid and 
firmly seating the outlet balls preventing backflow. On the discharge stroke the 
process is reversed—the pressure seats the inlet balls and lifts the outlet—per- 
mitting the transfer of an exact quantity of liquid. This design had many ad- 
vantages which industry was quick to realize. 

Slowly a group was gathered together in the small office rented in the Kensing- 
ton section. Parts were made by subcontractors and assembled by this group 
under the name of the Milton Roy Co. The elder Mr. Sheen left the Betz Co. to 
direct this small company in its early stages of development. In 1939 the pump 
was exhibited at a trade exhibition in New York City and by the time the Sheens 
returned to Philadelphia they had an organization on their hands. Industry 
in general had gotten its first look at Milton Roy controlled volume pumps and 
liked what it saw. Orders began to come in in such quantities the small 
company was swamped. 

in 1940 the present site of the company’s plant on Mermaid Lane was rented. 
By 1943, this same property—38 acres of ground and a small modern ranch-type 
building—was purchased by the company. To meet the needs of war production 
a new machine shop was added a year later. The postwar demand for these 
great products continued high—a new warehouse and loading platform had to be 
added in 1947. Even today, the growth continues as work is begun to enlarge 
the existing facilities for the more than 100 employees now engaged. 

The demands of this venture upon the Sheens caused Robert to resign from 
Betz in 1942, in order to devote full time to development of new products 
and applications of the much-wanted pumps. In 1946 the original partnership 
was dissolved and the business incorporated under the statutes of the Common 
wealth of Pennsylvania. In 1947 the newly formed corporation suffered a severe 
loss with the passing of Milton Roy Sheen. His son Robert assumed the 
presidency and had led the company into a new era of growth. 

Recently a nationwide survey conducted by an independent organization 
placed the Milton Roy Co. No. 1 among the producers of controlled volume 
pumps. The future holds even greater promise for this rapidly growing offspring 
of industrial Philadelphia. : 

The CuairMan. That is a very fine statement, Mr. Sheen. We ap- 
preciate your appearance and the information that you have given to 
us. There is one point that I think is noticeable. That is it is not 
only an antigrowth tax, but it also has this possibility, that many of 
the industries during 6 months would be brought to the point of 
where they are unable to finance themselves any further and would 
simply be absorbed at a very low cost by some of their competing firms 
who are better situated financially. 

Mr. Sueen. That is correct, Mr. Chairman. 

The CuatrMan. That will go on just as long as this tax is effective. 

Mr. Sueen. It is approaching a very dangerous point. 

The CuarrMan. Any questions ¢ 

Mr. Jenkins will inquire. 
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Mr. Jenxrys. I just want to make this observation: T have followed 
you closely and I am convinced that the principal asset of your or- 
ganization has been your courageous management. 

Mr. Suen. Thank you, sir. 

The Carman. Mr. Mason will inquire. 

Mr. Mason. My reaction, sir, to your statement is this: Two or 
three years ago you had an expansion program and were going to 
build and then you had to cancel it because of the tax situation, ‘and 
now with the change of administration you figured that this excess- 
profits tax at least ‘would end in June and you would start again a 
building program and an expansion program. Now you are up 
against the proposition that maybe it will not end in June and will 
continue, and therefore you might say the rules of the game have been 
changed since you exp: anded. Is that correct ! 

Mr. Suren. That is correct, Mr. Mason. And as a net result, we 
are really caught. Our commitments are made. Our building is 
completed July 1. 

The CuarrMan. Any other questions? 

Mr. Knox ¢ 

Mr. Knox. No questions. 

The CrHatrman. All right. We thank you very much for your 
contribution. 

Mr. Suren. Thank you, gentlemen. 

The Cuatrman. Mr. A. C. Kracklauer, Sparkler Manufacturing 
Co., Libertyville, Ill. 

Would you give your name and the capacity in which you appear 
for the record. 


STATEMENT OF A. C. KRACKLAUER, PRESIDENT, SPARKLER 
MANUFACTURING CO., MUNDELEIN, ILL. 


Mr. Krackiaver. My name is Aloysius C. Kracklauer. I reside 
at 821 Northeast Holcomb Drive, Mundelein, Ill. I am president of 
the Sparkler Manufacturing Co., Mundelein, Ill., an Illinois corpo- 
ration. We manufacture liquid filters, and now employ 114 people. 

I started this business 25 years ago with a capital of about $1,200 
and for 2 to 3 years employed 1 man parttime. Our company has 
experienced a steady growth over the past 20 years and has always, 
until recent years, been built up from its own profits. Up to 3 years 
ago we were able to expand our facilities, both plant and equipment, 
from profits retained in the business. This is but conservative busi- 
ness procedure, and represents the American way of life. 

Over the past 10 years our net sales have increased from approxi- 
mately $196,000 to approximately $1,700,000 for the year ended June 
30, 1952. Our fiseal year, inc identally, i is from June 30 until July 1. 
A large percentage of this growth stemmed from the development of 
new products w ithin our company. In computing the excess-profits 
tax credit, the most favorable option available to us under the Revenue 
Act of 1950 was the one based on income. 

In 1950, just before Korea, we procured 2 civilian contracts, 1 for 
$225,000 and 1 for $100,000. Deliveries on these contracts of course 
were made during the first year of Korea, swelling our increase in 
sales that year, and but for the new corporation ceiling limitation, 
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our taxes for that year would have been 82 percent of the top-bracket 
income. Now, both of these contracts were for equipment that was 
ordered as a result of long-term sales and development work. 

The $225,000 contract came from one of the larger distilleries who, 
after 8 to 10 years of testing and experimenting, decided to standard- 
ize on our equipment some months before Korea, but due to engineer- 
ing details, were not able to place the actual order until a few weeks 
before Korea. 

The $100,000 contract was from a large brewery and, here, again, 
experiment: al and test work had been conducted for about 2% y ars 
before the decision was made to standardize on our equipment. 

And again, in the past 2 years our direct and indirect Government 
sales amounted to only about 8 percent of our total volume, and the 
entire balance of our volume was strictly civilian business. 

For example, our swimming-pool filter business increased from 514 
to 13 percent during this period. It is very obvious, therefore, that 
our increased volume has been due to a normal business growth, and 
very definitely has not then, and is not now, due to Korea. Yet our 
Government says that although the Excess Profits Tax Act is an unjust 
and vicious law, it proposes to continue to use this law, nevertheless, 
to collect up to 82 percent of our profits simply because the Govern- 
ment needs the money. It is difficult for me to believe that our 
Federal Government is in such desperate straits that it must resort 
to such drastic means to get money. 

My company now is in urgent need for increased plant and equip- 
ment facilities. In the past 3 years it has been a rather discouraging 
struggle, after paying our tax bills, to merely pay our current bills and 
meet our payroll, to say nothing about building a reserve for expan- 
sion. I suppose we could look for outside capital, but I hesitate to 
assume that responsibility when I know that as high as 82 percent of 
the earnings of that capital could be taken away by the Federal tax 
collector. 

On the one hand we cannot qualify for a certificate of necessity for 
building, because we do not have war contracts, and on the other 
hand, the Government can tax away as high as 82 percent of our profits 
because they are war profits. Something doesn’t add up, and I find 
myself caught in the middle. 

Again, our average profits over the past 10 years amounted to 1014 
percent before taxes. My Government calls this excessive profits, and 
I stand branded a war profiteer in the eyes of the world, simply because 
I worked hard to build up my business. 

If the growth of my company were due to fat war contracts, I woulc 
be only too happy to pay the Government any excess profits over and 
above normal profits to keep my business solvent; even provision for 
paying excess profits is made in the Renegotiation Act. I do not 
believe that it is the intention of my Government to deliberately stifle 
the natural growth of my business through unjust and vicious legis- 
lation. If America, too, has adopted the philosophy that “The end 
justifies the means,” then I say, “Liberty beware.” 

The Cuarrman. Thank you very much, sir, for your very fine state- 
ment. We appreciate it very much. 

Are there any questions? Mr. Sadlak will inquire. 
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Mr. Saptax. Mr. Kracklauer, we have heard so much said about 
this excess-profits tax being a misnomer. From your testimony here, 
you certainly have shown it properly as being a misnomer. 

Mr. Krackxiaver. Thank you. I might add here we our taxes 
in the fiscal year ending 1951 amounted to a total of $134,924; in 1952, 
$105,554. And as Uncle Sam demands ¢: sh, that is an awful lot of 
cash to take out of a little a like ours. 

The Cuarrman. It certainly is 

Mr. Sapuiaxk. It is the common belief, of course, that the excess- 
profits tax was put on to take care of all of the excess profits that were 
made on war profits. Mr. Kracklauer has shown that even though 
he is paying these excess profits, he is in no way a war contractor. 

Mr. Krackiaver. That is right. 

The Cuarrman. Thank you, sir. 

Mr. Krackiaver. Thank you. 

The CyarrMan. The next witness is Mr. Joseph B. Clay, Clay 
Equipment Corp., Cedar Falls, Lowa. 

Mr. Clay, we are glad to see you here. Will you give your name 
and the capacity in which you appear. 


STATEMENT OF JOSEPH B. CLAY, PRESIDENT OF CLAY EQUIPMENT 
CORP., CEDAR FALLS, IOWA 


Mr. Cray. IT am Joseph B. Clay, president of the Clay Equipment 
Corp., Cedar Falls, lowa. Thank you very much for this opportunity, 
gentlemen. 

I am here representing the Clay Equipment Corp. at Cedar Falls, 
Iowa. We have a branch factory located at Binghamton, N. Y., and 
a warehouse at Fort Wayne, Ind. We manufacture a wide variety 
of items made from steel for use by livestock farmers such as steel 
farm gates, stanchions, stalls, electric powered barn cleaners and 
many other items. These products are retailed by some 6,000 lumber, 
implement, and other local dealers in 30 of the Central and Eastern 
States. Our annual sales are somewhat over $2 million. Our over- 
all employment is about 225. Every employee enjoys the benefits of 
basic good pay plus, for all employees of 3 years employment, an in- 
surance policy providing an annuity and life insurance. Also, they re- 

ceive a share of the profits, which run as low as $250 per person to as 
high as $1,000 per person per year. The profit sharing plan is Gov- 
ernment approved. 

During the depression in the 1930’s no employee of the Clay Equip- 
ment Corp. went on public relief. We paid wages to men who didn’t 
even work simply because they needed the money. We nearly pauper- 
ized ourselves doing it. The corporation was started 52 years ago. 
Sales that first year were $3,500. Now we have to sell that much 
merchandise belle lunch to break even. So much for the background 
of the corporation, which I represent. 

Now to the subject of the excess-profits tax. It seems to me this 
tax is a misnomer. It seems to me it should be called “The penalty 
tax on progress. 

It is the growing firm that gets pinched on their earnings beyond 
85 percent of their base period. Let me illustrate: Supposing some 
fellow started a small manufacturing plant and made a profit of $30,- 
000. Being progressive he gets his friends and relatives interested in 
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buying stock and starts two more manufacturing plants. They each 
make $30,000, total earnings, $90,000. To his chagrin he discovers 
that he is soaked with an 82 percent tax on all but 85 percent of the 
earnings of the original plant, namely 82 percent of $64,500. The 
fact is that his firm had tripled in size yet with no more percent of 
profit, but a larger total profit on a larger volume. He had much bet 

ter let the weeds grow on the site of the two new manufacturing plants 
which he established. 

And feasibly this tax should be called “The tax to soak the fellow 
who works harder.” If a man digging ditches for $1.50 per hour for 
8 hours a day wanted to buy his wife a new dress and decided to ae 
2 extra hours a d: ay, would you tax him 82 percent, or $2.46 out of t! 
extra $3? If so he would have 27 cents per hour left for his 2 extra 
hours of hard work. I would like to see the dress that fellow could 
buy at 27 cents per hour. 

Again, you might entitle this “Tax To Encourage Wastefulness 
and Extravagance.” That indeed is exactly what has happened. In 
any business, “large or small, the decision on what expenses are sound 
and what expenses are not too good is a ve ry nebulous dividing line. 
Which way would you lean if someone else paid 82 percent of the 
bill? It would be a greenhorn or numbskull who would be over- 
cautious on expenses. Waste, extravagance, and wild expenditures 
have become commonplace. 

Read what Life magazine had to say in its March 9, 1953, issue 
titled “The Expense Account Aristocracy.” The Reader’s Digest 
summarizing that article states, “This tax is undermining the integrity 
of businessmen who otherwise have been honest individuals.” They 

bitterly resent the injustice of this law that they lose their re- 
sistance to wasteful expenditures. Rumors inform me that our own 
Federal Government has for years set a notorious and odorous ex- 
ample. A tax which provides constant temptation for waste and 
extravagance is bad. If this temptation is stopped no doubt the 
return on the normal tax of 52 percent will increase because hun- 
dreds of millions are now wasted. That return will partly offset the 
$800 million tax reduction contemplated from the excess-profits tax. 

Another suitable title might be “A Millstone Tax To Discourage 
Efficiency.” Why should a manufacturer spend $10,000 on a new 
machine for a method of production, which would save $5,000 per 
year, if the Government grabs $4,100 out of the $5,000 saved ? 

If you were a farmer would you plow corn the third time during 
the rush spring season if your Government took—like the Russians 
have taken—82 bushels out of every 100 bushels over the normal yeld ? 
That grab stifles initiative and slows production. 

Peculiarly the tax has its most devastating effect on a comparatively 
small segment of our business firms. That is the segment that has 
been progressive and efficient. Again, I quote from the Reader’s 
Digest, “Its greatest relative effects is on the moderately sized small 
companies; Such taxation strikes hardest on the well-managed con- 
cern.” 

Permit me now to personalize by showing the application of this 
tax to my company and to me personally for the year 1951. 

Our base, before ap plication of excess- s-profits tax, namely 85 per- 
cent of the average earnings in the years 1946 to 1949, was $157,506. 
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Adding increases due to ee working capital applicable to the year 
1951 the base was $170,428 





Calculation 
mea wears ‘tabs Fees 3 wh CRY oe $255, 674 
52 percent normal tax on the above____--_-- ph eittat btn setihietenip dial 121, 270 
Sr) I: | CII ntl rinses ne tbe wrerpnanetebmmnemennl + HEED 
Iowa State and New York State income tax__.__---__..__.___-_-____ 3, 341 
Total tax paid____- lll alelanctinaite Arashi uttcicdinlinba dint snlbiniedvthgahalien te 3 148, 218 
Retained earnings after taxes_____ lilt taniit- titan ttensly desing until lieth tlh 107, 456 
Total eg eaisser inh frierth lacs aan sac nics sake ebadteldch teil ee 255, 674 


You gentlemen will no doubt agree that in most of te smaller and 
growing businesses the earnings are largely due to the capacity, the 
energy, foresight, and the hard work of the executive he: ad of the 
business. So, if you please, I would like to here suggest that we assume 
that the last $10,000 earned by the Clay E squipment Corp. in the year 
1951 happened to be part of my share of the earnings, and after we 
had paid the Federal tax, the excess-profits tax, and the State income 
taxes, the corporation had left out of that $10,000 the small sum of 
$1,670 to use for working capital or dividends. 

Let us go one step further and assume that the $1,670 retained by 
the corporation after taxes was paid to me asa dividend. Out of this 
$1,670 I paid the Federal tax of 59 percent and the Iowa State tax 
of 334 percent, and had remaining out of the $10,000, which I had 
to a considerable extent assisted the corporation in earning, the meager 
sum of ae 

Who in hell would stay at his desk until 6:30 to 7 p. m. to tie 
together the loose threads of a busy business day when the Govern- 
ment takes 94 percent of the results of that increased effort? No one, 
I say, but a fool; and I will have to admit being that fool. That is 
exactly what I am doing today even at 70 years of age. It is not easy 
to break a habit of 50 years standing. 

It is quite obvious that when taxes so seriously deplete the retained 
earnings, enlargement and program of business become exceedingly 
difficult due to shortage of working capital. I would like to further 
point out, not only does it take more capital for increased business 
but the same physical inventory, which let us say amounted to $400,000 
at. the beginning of this tax period, now takes in the order of $470,000. 
That is the increase for the same physical units, not counting increase 
in inventory investment for handling a larger volume. 

Frankly, the excess-profits tax does not concern our company for 
1953. Our sales volume has decreased 15 percent due to the farm 
depression. Our earnings have decreased 75 percent for the first 
5 months of 1953 as compared to 1952. 

We have borrowed all the money for our March 15 and June 15 tax 
payments, $71,200. Barring a miracle we will have to borrow for 
September and December tax payments. As you will note by the 
comparison below we now badly need the $33,600 improperly taken 
from us in 1951. 

Here is a tabulation of the earnings we have been able to retain 
compared to the increased growth of our business, for the period of 
6 years: 
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Net worth, 1946, $465,516; annual sales, $815,813. 

Net worth, 1947, $608,905; annual sales $1,238,468. 

Net worth, 1948, $627,893 ; annual sales, $1,445,631. 

Net worth, 1949, $604,167; annual sales, $1,402,773. 

Net worth, 1950, $683,124; annual sales, $1,901,893. 

Net worth, 1951, $740,635; annual sales, $2,316,984. 

Total increase in net worth of 59 percent; total increase in annual 
sales of 184 percent. 

The Secretary of the Treasury stated during the President’s broad 
cast Wednesday evening, June 3, to the effect that the Government 
could not give relief just to a few and not also give relief to all. A 
specious argument; it is on the level of eighth-grade intelligence. 

Had he been honest he would have said, “We can’t give relief to those 
who are now improperly overtaxed unless we also lower taxes for those 
who are properly taxed. I cannot quote verbatim the President's 
own words on the subject, but it was to the effect it is a bad tax and they 
do not like it, but in spite of that he insists on its continuation. 

I have come here on my own personal time and expense without the 
faintest hope that killing this tax will save my corporation one penny 
In 1953. 

In conclusion, I sincerely hope that Congress will let this tax die the 
death it so well deserves on June 30, 1953. If you want to control 
expenditures, first squeeze the pocketbook. 

The CuHarrMANn. We thank you, sir, for a very fine and effective state- 
ment. 

Mr. Mason. I want to say amen to that statement, and all the name- 
callings you gave to the so-called excess-profits tax. 

Mr. Cray. Thank you, sir. 

The Cuarrman. Any other questions? 

If not, we thank you very much. 

Mr. Cray. Thank you. 

The Cuarrman. The next witness is James F. Pinkney, Esq., Ameri- 
can Trucking Associations. Will you give your name, please, and the 
capacity in which you appear? 


STATEMENT OF JAMES F. PINKNEY, ESQ, GENERAL COUNSEL, 
AMERICAN TRUCKING ASSOCIATIONS, INC., WASHINGTON, D. C. 


Mr. Pinkney. My name isJames F. Pinkney. Iam general counsel 
of American Trucking Associations, Inc. Our offices are at 1424 16th 
Street NW., Washington 6, D.C. American Trucking Associations, 
Inc., is a federation of the State associations representing all types 
of motor carriers of property, both for hire and private. 

[ appear in opposition to the extension of the excess-profits-tax law. 
My industry is not unmindful of the great desirability of balancing 
the Federal budget; neither does it wish to take any position which 
might be considered one which could jeopardize the national security. 
However, we feel that this tax is a serious impediment to the normal 
and healthy growth of our industry and that the Federal Treasury 
would profit more in the long run by its immediate removal than by the 
collection of the moneys that will accrue to the Treasury under this 
tax during the next 6 months. 

The component parts of the trucking industry are small businesses 
There are approximately 20,000 for-hire motor carriers in interst: ite 
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commerce, which are subject to regulations by the Interstate Commerce 
Commission, and which comprise a large and absolutely essential seg- 
ment of our great United States transportation system. Including all 
parts of the industry, private as well as for hire, it directly employs 
approximately 6 million persons, but, as just stated, the trucking com- 
panies are small businesses. This industry has ‘peculiarly been a 
victim of the bad features of the excess-profits tax. This is true for 
two principal reasons: 

First, the base period of the excess-profits tax of 1950, the years 1946 
through 1949, was a postwar period of extreme adjustments in the 
regulated motor-carrier industry. The basic financial conditions of 
= carriers had been aggravated by rates and charges that were more 

less fixed as opposed to substantially increased operating costs. 
Rehabilit: ation beginning in 1946 took 3 to 4 years to complete and 
until completed profits were subnormal because of excessive mainte- 
nance costs and inadequate facilities. 

Second, the excess-profits-tax credit under the “invested capital” 
method is largely inapplicable to the trucking industry. As a result, 
most motor carriers must rely upon base-period earnings as the credit 
base. 

The trucking industry emerged from World War II with an enor- 
mous demand for service, but practically all its equipment worn out 
and needing replacement. Rehabilitation beginning in 1946 took 3 or 
4 years to complete. Profits were subnormal because of excessive 
maintenance costs and inadequate facilities of operation, aggravated 
by the fact that the entire 4-year period was one of industry, and 
delays average zed 6 months to 1 year in getting rates up to match cost 
increases in cases before the underfinanced and understaffed Interstate 
Commerce C ommission. 

The exhibit attached hereto gives a graphic picture of what hap- 
pened to the in cking industry under the excess-profits-tax law of 
World War II, of the subseque nt recovery of the industry under 
norma] econee, and of the drastic drop in ratio of net income to 
revenue since the enactment of the 1950 excess-profits tax. The exhibit 
reflects only official figures compiled from reports of the Interstate 
Commerce Commission by class I intercity motor carriers of property. 

(The exhibit referred to follows:) 
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Mr. Pinkney. Gross revenue of these carriers increased from $378 
million in 1939 to $746 million in 1945, but taxable income decreased 
from over 17 million in 1939 to less than 2 million in 1945. Average 
net income per carrier after taxes decreased from over $18,000 in 1939 
to a deficit of $1,500 in 1945. After the war, between 1945 and 1950, 
under less drastic tax rates, these carriers increased their business more 
than three times and tax payments of less than $4 million in 1945 
increased to over $62 million in 1950. Since the imposition of the 
excess-profits tax in 1951 revenues have increased but tax payments 
have dropped and average net income has again fallen to a danger- 
ously low level. 

With income-tax rates under 50 percent, the industry can continue to 
grow and the Government tax income will continue to increase. Ex- 
perience indicates that at tax rates exceeding 50 percent growth is 
stifled and at rates beyond 60 percent the industry is bound to shrivel. 

The relief provisions of the 1950 revenue act do not give adequate 
relief to motor carriers. The need of public utilities generally for 
relief from excess-profits taxation was recognized by Congress when 
it enacted special provisions, section 448 of the 1950 act, under which 
transportation as well as gas, telephone, and electric utilities were 
given treatment which recognized their special positions. However, 
this provision has been of no benefit to motor carriers. 

The reason is that this special treatment for utilities consists of 
eliminating excess-profits taxation from a fixed percentage of invest- 
ment, but gives no recognition to the ratio of expense to revenue. For 
most utilities whose rates are regulated in the public interest by State 
and Federal agencies, a return of 6 or 7 percent on investment is 
recognized as adequate. The railroad industry, for example, shows 
an average rate of return of less than 4 percent under normal condi- 
tions. But these utilities, excepting only the common carrier by 
motor vehicle, have invesmtents 3 to 4 times annual revenues, and 
must retain 30 to 40 cents out of every revenue dollar as profit before 
taxes in order to show a 6- or 7-percent rate of return. bn the other 
hand, motor carriers have annual revenues ranging from 3 to 10 times 
the value of their investments. The test of a motor carrier’s soundness 
lies not in the rate of return on investment but in the rate of return 
after deducting total operating expenses from gross operating rev- 
enue. This ratio of operating costs to gross revenue, known as the 
operation ratio, indicates the state of the economic health of the motor 
carrier. It is considered that an operating ratio of 95 is the upper 
limit to which a motor carrier can safely go. 

The Interstate Commerce Commission, and a number of State Com- 
missions, have recognized this essential difference between motor car- 
riers and other utilities, and have fixed reasonable rates of return on 
the basis of operating ratios rather than on a basis of a return on 
investment. Unless the industry can retain an adequate amount out 
of its revenue dollar after taxes, it will not long be able to provide 
the services to the public essential to both the defense program and the 
normal economy of the country. 

The attached exhibit shows clearly how vulnerable the trucking in- 
dustry is to excess-profits taxation. During World War IT, when 
most businesses were showing abnormal profits, the trucking industry 
profits declined to the point where they actually disappeared and the 
industry as a whole went into the red. That was during the period 
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when the tax was designed to prevent war profiteering and it is per- 
fectly obvious there was no profiteering in the trucking industry or 
excess profits, for that matter, and, as a result of this, both the carriers 
and the Federal Treasury suffered as a result. 

Freed of excess-tax burdens in 1946, the business rebounded with all 
the vigor to be expected of a young industry, but still lagged behind 
the normal demand for transportation service by highway even in pre- 
Korean days. It might be supposed that an industry which can show 
an attractive rate of return on investment by keeping only a few cents 
out of every dollar of revenue would have a relatively simple job of 
attracting new capital when needed. However, this has not been the 
case. Financing by conventional means is the rare exception rather 
than the rule and so, almost without exception, trucking businesses 
have been started on the owner’s personal savings and credit, and 
financed from his retained earnings and gri adually expanded credit. 
Some of the reasons for this are poor earning experience during the 
World War IL; sharp competition within and from outside the indus 
try; the dependence of any particular operation upon the ability and 
energy of its management; and continuing increases in equipment costs 
have made it impossible for a motor carrier to replace old equipment 
with new by the usual method of using money from depreciation 
reserves. 

Mr. Mason (presiding). Does that conclude your statement ? 

Mr. Pinkney. Yes, sir. 

Mr. Mason. We thank you for the same. If there are no questions, 
we will hear the next witness, Mr. David T. Schultz, vice president and 
treasurer of the Raytheon Manufacturing Co., Waltham, Mass. 


STATEMENT OF DAVID T. SCHULTZ, VICE PRESIDENT AND TREAS- 
URER, RAYTHEON MANUFACTURING CO., WALTHAM, MASS. 


Mr. Scuvuurz. My name is David T. Schultz. I am vice president 
and treasurer of Raytheon Manufacturing Co., of Waltham, Mass. 
My company is an electronics manufacturer. We manufacture radio 
tubes, television sets, and many important military electronic products 
for the Armed Forces, including the N: IVY, Army, and Air Forces. 
These products include many types of r: adar, special-purpose tubes, 
antisubmarine devices, computers, transitors, and so forth. 

L will not take much of your time to discuss the inequities of the 
so-called excess-profits tax. Even the proponents for the extension of 
this tax call it unfair and inequitable. The following are quotations 
from high authorities regarding the so-called exc ess-profits tax: 

It is a bad tax. 

It puts a premium on waste and inefficiency and a penalty on brains and 
enterprise. 

It discourages new ventures and confirms old monopolies. 

I consider the excess-profits tax to be a particularly important obstacle to 
business expansion. 

The above quotes are all from several secretaries of the treasury. 

Calling a profit “excessive” does not make it so, but it does throw 
a shadow on such profits as apparently having some immoral or un- 
ethical implication. If the theory of this tax were to apply to indi- 
viduals, it would be apparent to all how inequitable and immoral the 
tax really is. Let us assume that two men, A and B, have both now 
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in 1953 equivalent jobs and both receive $10,000 per year in salary. 
Assume that A was receiving only $5,000 in 1949, and through energy 
and ability he has been promoted: to a job which is now paying $10,000 
per year, and that he is earning every dime of it just as much as B, 
who has continued to receive $10,000 per year. On a so-called excess- 
profits tax concept, A might be asked = pay 30 percent more tax on 
his second $5,000 of salary than Mr. In fact, Mr. A would be 
paying higher taxes than a Mr. C., w 5 has been receiving $12,500 
per yet -all along. Rather unfair, is it not? 

The Raytheon Manufacturing Co. is now employing 22,000 people. 
Because of its growth in employment and facilities, it is one of the 
bright spots in New England business, which needs this type of ex- 
panding industry to give employment to the people who are finding 
it difficult to obtain employment in some of the older industries. An 
electronics company in a rapidly expanding industry, it also needs 
a lot of money for plant expansion and working capital. 

Our opportunity for sound growth is being stifled by the so-called 
excess-profits tax. To carry the volume of business which we are 
now doing, we are now borrowing $24 million—$20 million of which 
is on short-term bank loans. We have to pay our engineers and our 
other employees wages similar to those paid by our competitors. It 
costs us just as many dollars to build plants and to buy machinery 
for expansion. But we face the fact that because of an artificial so- 
called excess-profits tax, we are forced to pay 30 percent more tax 
on two-thirds of our earnings than many of our competitors; and 
these are larger and richer companies. They were getting their $10,000 
a year in 1946-49. 

The electronics business is a very highly competitive industry. It 
is a rather dramatic example of the opportunities that exist in our 
free-enterprise system. But consider the handicap which faces our 
company in the present situation. We need more money for plant 
expansion and working capital, We not only cannot retain earn- 
ings in the same degree as our highly entrenched competitors but this 
handicap makes it impossible for us to raise needed venture capital 
on any basis ¢ ompari able to that of our competition. 

We have a list of some companies whose profits were not considered 
“excessive” in 1952; companies with sales ranging from $130 million 
to $1,500 million and profits after taxes running from $5 million to 
$60 million. By what business or moral standards is two-thirds of 
our profits taxed at 82 percent as “excessive” while the profits of these 
companies are taxed at 52 percent? Our Government business is sub- 
ject to renegotiation for excess profits, and I can assure you from 
personal experience that there are no excess profits left in this part 
of our business after the renegotiation for excess-profits process is 
completed. 

I think I have said enough to point out why our company is op- 
posed to the continuation of this unfair and badly named excess- 
profits tax. 

We are in favor of a balanced budget. We have no objection to 
taxes, provided they are fairly shared ‘by all companies. The reason 
given by the proponents for the extension of this tax until Decem- 
ber 31, is that it raises $800 million in revenue and that this revenue 
is needed. I think that the question as to whether this tax brings 
in this amount of revenue to the Government can be properly dis- 
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puted. It certainly is a tax which encourages waste and inefliciency. 
We have seen many recommendations as to the reasons for increasing 
expense expenditures when the tax rate is 82 percent to make it per- 
fectly apparent that this tax reduces the incentive for oper = 
efficiency. I have even read a statement somewhere to the effect that 
“only bad management pays excess-profits tax.” Be that as it may, 
I do not think that there can be any dispute but that an 82-percent 
tax rate on profits reduces incentive. If this is so, then it must also 
follow that this high tax rate in promoting waste and inefficiency 
also increases the cost of goods and services; it tends to inflation and 
results in higher costs of goods and services; it tends to inflation 
and results in higher costs to the Government for the products which 
it is buying. 

The so-called excess-profits tax is also a very expensive one to 
collect, as experience has shown that it is a happy hunting ground 
for contested interpretations by lawyers and accountants. 

All in all, it is highly doubtful that this tax brings in anywhe re 
near the $800 million additional revenues which is claimed for 
Putting it in reverse, I think that the elimination of this tax will 
result in substantial gains to our economy through the elimination 
of waste, reduction in collection costs, increased taxes from the in- 
crease in dividends made possible by its elimination and, most impor 
tant of all, by the restoration to the companies now burdened by this 
tax, most of them the smaller enterprises, of the opportunity to grow 
and expand, This has happened before when this restrictive tax was 
eliminated ; and it will happen again. 

Under our free-enterprise system, we have Federal laws for the 
maintenance of free competition to limit monopolies, and to ne ide 
a decent climate for small and growing enterprises to sueceed. It 
seems to me that no proponent for m« nopolies could conceive a law 
which is more calculated to increase the opportunities for monop oly 

and to stifle growing competition th: in this law, which gives tax advan- 
tages to the larger, older, and wealthier companies, and penalizes those 
that are newer and growing. 

No tax is popular; certainly no sound tax program can be based 
on a popularity contest. The fact that only 15 percent of the cor 
acdegpene pay this extra $800 million appears to me to be an argu 
ment against it rather than for it. No argument of “expediency’ 
can ‘ustify an unjust tax. I believe that much of coer expected $800 
million will disappear in the waste and inefficiencies it helps to pro 
duce; also that long and expensive litigation will acai before it is 
all collected, if ever. Substantial amounts are still in dispute from 
World War II. I believe that the elimination of this tax will help 
to balance the budget rather than to retard this very much desired 
result. 

A few nights ago, the President of the United States said, “all of 
us despise this excess-profits tax. It is inequitable. It is unjust. 
It is clumsy, and it is absurd.” I agree with every word of this state- 
ment but I respectfully disagree with the conclusion that this tax 
should not be taken off until individual income taxes can be reduced 
or that because relatively few corporations pay this excess-profits tax 
that this tax should be continued until relief is given to all other cor- 
porations and to all the people. The facts are that the timetable for 
the elimination of this excess-profits tax at June 30 and for the reduc- 
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tion of other income taxes at December 31, was set in 1950 at the time 
this tax legislation was enacted. It was a definite promise which was 
made at that time that this unjust, inequitable, and clumsy tax dis- 
crimination would be eliminated before other taxes were reduced. 
What is being proposed today is not a reduction in taxes for a favored 
few corporations but rather a new extension of an unsound, unjust, 
and inequitable tax burden on a few unfavored corporations. 

Raytheon Manufacturing Co.’s excess-profits tax for our fiscal year 
just ended at May 31, 1953, totaled over $2 million. To conserve neces- 
sary working capital, we have paid no dividends on our common stock. 
This tax represents a penalty on the growth which Raytheon has had 
since 1949, and upon its contribution to the New England economy, 
which certainly needs our type of expanding industry. Most of our 
largest competitors pay no excess-profits tax at all. Is it fair to our 
company, to our e mployees, to our stockholders, or to the communities 
in which we live and which depend on the employment opportunities 
which we are able to offer to exact a higher percentage of our earn- 
ings in taxes than from our larger and wealthier competitors ? I 
know some of these companies quite well. I can assure you that they 
can afford to pay their fair share of any necessary taxation. There 
is no moral, business, or expediency justification for subsidizing their 
tax bills at the expense of ours. They do not need this competitive 
advantage against us; we do not ask for it’ against them. 

If more corporation-tax revenues are needed for the next 6 months, 
it would appear to be sounder to obtain this revenue by spreading the 
additional tax at the same rate over all companies, rather than by 
again enacting a discriminatory tax which is admittedly “a bad tax, 
“inequitable,” and “unjust” against a minority of the companies who 
have already taken a greater tax burden than they should have been 
forced to take. 

To summarize, the so-called excess-profits-tax law is an extremely 
harsh one on a company like Raytheon. It treats us unfairly as com- 
pared with our larger and better financially entrenched competitors. 
It stifles our opportunity to compete for venture capital to permit the 
sound expansion which we believe we should make. We accordingly 
respectfully request that this unproductive excess-profits tax, which 
has already worked great hardship on our enterprise, should be per- 
mitted to expire in accordance with the timetable which was enacted 
in the law at the time it was passed, namely, June 30 of this year. 

I thank you. 

Mr. Mason. Mr. Schultz, I agree with every word you have said in 
your statement. 

Are there any questions ? 

We thank you for your testimony. 

We will now recess until 10 o'clock tomorrow, as the chairman 
stated. 

(Whereupon, at 12:08; p. m., the committee was recessed, to recon- 
vene at 10 a.m. Tuesday, June 9, 1953.) 
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TUESDAY, JUNE 9, 1953 


House or RepreseNntATIVES, 
ComMMITTEE ON Ways AND MEANS, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in the main hear- 
ing room, Hon. Daniel A. Reed, chairman, presiding. 

‘The Cuatrman. The Committee on Ways and Means will continue 
hearings for testimony on the President’s recommendation to extend 
for 6 months the excess-profits tax. Today we welcome Mr. A. W. 
Kimball, who is executive vice president of the National Small Busi- 
nessmen’s Association, Evanston, Ill. Will you please come forward, 
Mr. Kimball. We will be very glad to hear you. Will you give your 
name and the capacity in which you appear for the record ? 


STATEMENT OF A. W. KIMBALL, EXECUTIVE VICE PRESIDENT, 
THE NATIONAL SMALL BUSINESSMEN’S ASSOCIATION, EVANSTON, 
ILL. 


Mr. Kimpauyi. My name is Arthur W. Kimball. Iam executive vice 
president of the National Small Businessmen’s Association. I live 
in Evanston, Il. My office is in the association’s national headquar- 
ters, 2834 Central Street, Evanston, Ill. We also maintain offices in 
New York and Washington, D.C. We have members in all 48 States, 
representing 175 different categories of business. 

The National Small Businessmen’s Association was founded in 1937 
to give small-business men a voice in national affairs and to help pre 
serve free competitive enterprise in the United States. 

The association holds national membership meetings each year. All 
members are eligible to attend these meetings. At each meeting a 
program is adopted by majority vote of those present to guide the 
activities of the association until the next membership meeting is held 
and a new program adopted. 

Our 1953 national membership meeting was held here in Washing 
ton on May 4, 5, and 6. At this meeting the members went on record 
opposing the extension of the excess-profits tax. This portion of our 
program as adopted by our neainodiip reads as follows: 

We believe the excess-profits tax is economically unsound and unethical. We 
urge our Senators and Representatives to allow the law which provides for 
assessing it to die of its own limitation. 

Since these hearings began the excess-profits tax has been referred 
to as vicious, bad, full of inequity and iniquity. These charges have 
come from both the opponents of the law and those who would like to 
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see it extended. Everyone seems to agree that this tax is against the 
public interest, economically unsound, and administratively unwork- 
able. This, to our way of thinking, is just cause to let the law die. 
If it has been bad and evil in the past, it would certainly continue to 
be so for another 6 months. 

The burden of Federal taxes, both direct and indirect, on small 
business has reached such a level that further expansion of business 
in this area is virtually impossible. Taxing practices of the Federal 
Government are constructed so that small business, as a whole, bears 
more than its share of the tax burden. Moreover, the tax disadvantage 
resulting from such practices practically prevents the growth of well- 
run small corporations. 

Many of our members are small manufacturers having from 50 to 
500 employees and from our observation these are the people who are 
hardest hit by the excess-profits tax. These corporations are for the 
most part successful operations and enjoyed steady growth until the 
advent of the excess-profits tax. Since then they have had to curtail 
their expansion programs, their working capital has been impaired, it 
has unfairly reduced the returns to the stockholders, it has held down 
employme! it and benefits, monetary and otherwise, for employees. 

Asan example of how exc ess-profits taxes have hampered expansion, 
I would like to quote a letter received from one of our members just 
last week whose case is similar to that of many small businesses. 
This man 1s a young fellow who came out of World War II to take over 
the management of a business started by his father. Here is his letter: 


Our business has been constantly expanding during the past 6 or 7 years. For 
example, our present volume in terms of units manufé rctured is 10 times that 
of the last war year, 1945, and in terms of sales volume, it is 12 times over 1945. 

To meet unprecedented demands (our 1946 volume doubled over 1945, and 
1947 doubled 1946) it was necessary for us to undertake a very large, long-range, 
expansion program and we were about three-quarters complete upon the advent 
of excess-profits taxes. Cleaning up the project under excess-profits taxes was 
i severe blow because our profit in the first 2 or 3 years of the 1946 to 1949 period, 
averaged, caused a low credit against the much higher profit years of 1949, 1950, 
and 1951, and so a severe obligation has developed that takes the lion’s share 
of what we are earning on the basis of today’s business and costs. 

Consequently, our attitude is to conserve and hold in on capital expansion, new 
buildings and equipment, ane spend like fury on allowable deductions—adver- 
g, maintenance, et cetera, in order to invest our surplus profit at minimum 
cost to us, with some consolation that the largest bite comes out of taxes. 

It creates, on one hand, the impossible situation of being unable to expand with- 
out going into debt, while spending furiously on the other hand to get “goodwill 
and product recognition” at one-third our expense, two-thirds of the expense from 
taxes. At best, we get something out of it and the money doesn’t go down the 
tax hole, lost forever. But it doesn’t exactly create the feeling of progress and 
free enterprise, on a nationally constructive basis, that creates sound business 
conditions. 

We are sitting tight on capital expenditures, though we need facilities, because 
we cannot accumulate sufficient funds—and we refuse to go into debt or expand 
on the insecure basis of long-term debt financing. 


tisil 


Testimony presented to the Senate Small Business Committee, dur- 
ing the 82d Congress, clearly indicated that the i — act of high Federal 
taxes, was almost entirely responsible for the lack of erowth capital 


and the failure of new companies to be able either to plow back earn- 
ings in necessary capital or to secure new investment from persons 
whose financial position, in normal times, has permitted them to back 
small companies. 
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The same type of testimony has recently been presented to a sub- 
committee of the House Small Business Committee. 

There isn’t a small-business man in America who is not acutely aware 
of the need of the Federal Government for tax revenues adequate to 
meet expenditures. And if continuing excess-profits is the only 
answer, then I am sure they would go along with the idea. However, 
we believe there is an acceptable substitute. 

In the President’s message to the Natiton on May 19, he stated that 
the extension of excess profits from June 30 to January 1 would produce 
a gain of revenue of $800 million. This statement was again made 
by Secretary Humphrey when he appeared before this committee 
last week. 

If it is so important to the fiscal policy of the Government that 
S800 million of revenue be retained in the receipts of this year, get it, 
I urge you, by imposing the corporate income tax on the presently 
untaxed earnings of savings and loan associations, cooperatives, mutual 
savings banks, credit unions, and other financial and commercial insti- 
tutions which are now taxed very little or not at all. 

In a recent letter to Congressman Mason, Mr. Colin Stam estimated 
that taxation of the business income of these various groups, under 
the terms of the bill which Mr. Mason introduced in the 82d Congress 
which is essentially the same as H. R. 1559 in the 83d Congress—would 

produce $800 million of new revenue, the same amount, strangely 
ci as the administration is trying to get by extending the excess- 
profits ts UX. 

We urge you to let the excess- profits t ix clie on the scheduled June 30, 
and to adopt H. R. 1559 as an excellent revenue-raising substitute. Do 
that and you will win—and fully merit—the enthusiastic approval of 
every small business in the Nation. 

The CuarrMan. Does that conclude your statement ¢ 

Mr. Kimparyi. Yes, sir. 

The Cuarrman. We thank you for appearing here. Are there any 
questions? The Chair hears none. Thank you very much. 

Mr. Kiapatn. Thank you, Mr. Chairman. 

The Cuarrman. The next witness is Mr. Richard L. Bowditch, pres- 
ident of the United States Chamber of Commerce and president of 
C. H. Sprague & Son Co., of Boston. 

Will you just give your name for the record, and the capacity in 
vluch you appear, 


STATEMENT OF RICHARD L. BOWDITCH, PRESIDENT, CHAMBER 
OF COMMERCE OF THE UNITED STATES, BOSTON, MASS. 


Mr. Bownrren. I am Richard L. Bowditch, president of the Cham- 
ber of Commerce of the United States, and president of C. H. 
Sprague & Son Co., Boston, Mass. 

Before giving this testimony, Mr. Chairman and gentlemen, I would 
like to tell you that I am not a tax e xpert, and mere sly a coal shipper, a 
coal miner, and operator of steamships. I am here representing the 
chamber 

The national chamber is a business federation made up of 3,100 State 
and local chambers of commerce and trade associations, and 21,000 busi- 
ness firms, and has an underlying membership of 1,600,000. The 
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chamber represents businesses of all forms and sizes in all sections 
of the country. 

The Chamber of Commerce of the United States continues its well- 
established position in opposition to the extension of the so-called 
excess-proftits tax. Before outlining the reasons for that position, I 
should like to talk to this committee quite candidly about the problem 
we faced in preparing this testimony. 

All of us recognize the tremendous problems inherited by our new 
administration—one of which is the excess-profits tax itself. We 
applaud the efforts made by the administration, and particularly by 
the Secretary of the Treasury and the Director of the Budget under 
the leadership of President Eisenhower, to achieve a return to fiscal 
responsibility in Washington. We are also greatly heartened by 
the work that your committee and the Treasury epee are 
doing, which promises the most far-reaching revision of our tax laws 
in many decades. 

While our opposition to the excess-profits tax is unanimous, many of 
our directors have felt that we should not oppose the President’s 
request for a 6-month extension. Nevertheless, the majority opinion 
is that we must remain firm in our principle that the excess-profits 
tax, which is primarily a profits control measure rather than a tax 
to raise revenue, should expire as scheduled under the original law 
passed by the preceding administration. 

We are reminded that the chamber was organized on the recom- 
mendation of President William Howard Taft and Seer etary of Com- 
merce and Labor Nagle, who felt the need of a representative business 
institution that might reflect to Congress a cross-section of the views 
of American commerce and industry. Since its inception, the chamber 
has operated in a democratic fashion and in response to the majority 
views of its membership. Consequently, we feel that we are obligated 
to appear before you today. In doing so, we express full confidence, 
both in the leadership of President Eisenhower and in the legislative 
yrocess as represented by the work of this committee. 

Like the President we, too, are interested in a sound dollar. We see 
the need for not only a sound but a growing dynamic economy. We 
are concerned, too, about the 700,000 young men and women who are 
seeking employment for the first time each year. 

Looking toward the future, we must contemplate a leveling off of 
defense expenditures. And while this represents but 15 percent of 
our annual product, we must adopt policies that will stimuate civilian 
production, distribution, and employment, if we are to provide em- 
ployment for those now at work and opportunities for the annual 
increment to our labor force. 

It is our judgment that the end of the excess-profits tax will stimu- 
late initiative; that it will release funds for expansion which is now 
held in abeyance. 

The chamber membership is united upon a basic policy for a 
strong America. Our everyday encouters with the problems of mar- 
ket competition have taught us the absolute need for strength at all 
levels of our existence. We well recognize that only by building the 
economic and fiscal strength of our ‘Nation can we hope to attain 
military strength adequate to protect us from aggression. 
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The question before this committee is whether the misnamed excess 
profits tax, perhaps the most universally condemned tax in modern 
history, should be continued for a period of 6 months. 

Secretary Humphrey estimated that the extension of the excess 
profits tax for a 6-month period would bring in approximately $500 
inillion. On the same day the Assistant Director of the Bureau of 
the Budget said the added revenue from extension of this tax might be 
even less. This amount can hardly be expected to solve the Nation’s 
fiscal problems. At current rates of expenditure, $800 million would 
run the Federal Government for approximately 4 days. 

The revenue needs of the Nation for fiscal 1954 are by no means clear 
at this early stage. Final authority over Federal finances rests wit th 
Congress. To date, Congress has considered only a small portion of 
the appropriations requests for fiseal 1954. The House, which 
originates ap propriations bills, has passed only 14 percent of the 
hudget, as measured in terms of the original appropriations requests 
The remaining 86 percent of the budget has not yet been acted upon. 

Che two biggest money bills, defense and foreign aid, amounting to 
almost exactly two-thirds of the original budget, will not even be con 
sidered by the House until after June 20. 

The valiant efforts toward economy being made in the House have 
had impressive results so far. No man can forecast what the total 
reductions will be. No one can Say accurately what effect these re 
ductions will have on actual expenditures. At this stage, no one can 
presume to say, within several multiples of the $800 million represented 
by the excess-profits tax extension what the 1954 revenue needs of the 
lederal Government will be. 

We cannot agree that this relatively small amount in revenue for 
a single fiscal year outweighs the disastrous effects which the excess- 
profits tax can have, not only upon the economy as a whole but on the 
prospective sources of Federal revenue. The President himself has 
said that this tax “penalizes thrift and efficiency and hampers busi- 
ness expansion.” This fact, agreed upon in all quarters, is particu- 
larly important at this time when the Nation is calling upon its pro 
ductive enterprises for constantly increasing efforts in the race to pro- 
vide adequate safeguards against outside aggression. 

Past Secretaries of the Treasury who have administered an ex 
cess-profits tax have called it a bad tax; inequitable; destructive of 
initiative; erratic; a penalty on brains, energy and enterprise. With- 
in the month Secretary Humphrey said of the tax, “Its worst enemy 


could not say more against it the an we can. Last week he said, “You 
can't make a good tax out of it.” The Under Secretary of the Treas- 


ury recently said, “Any long continuation of this form of taxation 
could not be justified because it is incompatible with healthy economic 
growth.” We believe 3 years of this tax is already too long. 

We agree wholeheartedly with the statement on taxation made by 
the President in his state of the Union message. At that time he 
sid: 

We must develop a system of taxation which will impose the least possible 
obstacle to the dynamic growth of the country. This includes particularly real 
opportunity for the growth of small business. Many readjustments in existing 
taxes will be necessary to serve these objectives and also to remove existing in- 
equities. 
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We cannot believe that continuation of a tax so inequitable as the 
excess-profits tax can be considered as in line with the ae ‘tives there 
expressed. 

[ would like to discuss with you a few of the reasons we believe the 
tax should expire. 

The summer of 1950 was a highly emotional period for the Ameri- 

can people. The Korean aggression appeared to mark the beginning 

of another era of scarcity such as we endured throughout the recent 
war years. Government officials made dire predictions of shortages. 
The resulting wave of hysterical buying misjudged the economic im- 
pact of the defense prorram. It was freely predicted in some quar- 
ters that profits would soar because of the extremely high level of 
business activity. Congressional action was demanded to forestall 
profiteering. The Congress responded by adopting the excess-profits 
tax—but only for a definite period, and as a control rather than as a 
revenue measure. 

Other controls over the economy were adopted during the same 
period. Virtually all of these have now been terminated with the 
exception of the excess-profits tax. 

Repeated experience with excess-profits tax laws has shown that 
tax equity cannot be attained by arbitrary provisions. The corpo- 
rate form of doing business lends itself to an almost infinite variety of 
business situations. Under the excess-profits tax, different corpo- 
rations even in the same line of business, with varying sizes and differ- 
ent financial bases, and varying earnings and investment patterns, are 
taxed with unequal and arbitrary impact for no sound financial or eco- 
nomic reason. No matter how voluminous nor how carefully drawn, 
no criteria of “normal” earnings can be devised that apply with equal 
validity to all corporations. ‘There is no precise line of demarcation 
between normal or reasonable profit of a business, and unfair, exces- 
sive, or unreasonable profits for the same concern. If it becomes 
necessary to determine the extent of normal profits by arbitrary means, 
then it is obvious that determinations of what constitute excess profits 
must be equally arbitrary. The great number of relief provisions 
written into the present law to reduce its impact upon certain in- 
dustries or upon concerns having spec ific qualifying situations is con- 
vincing proof of the futility of seeking equity through application of 
a rigid formula. 

A fixed tax upon all profits above an arbitrarily established norm 
can only tend to freeze business at the productive level reached at the 
time the tax isimposed. This is especially true when the norm chosen 
is actually less than average earnings during the prescribed base 
period. And the further we recede in time for the so-called base 
period of the tax—with regard either to average earnings or invested 
capital—the more arbitrary and unrealistic it becomes. 

A heavy tax upon corporate earnings arbitrarily termed “excess” is 
basically an attempt to maintain the status quo. Its worst features 
is that its impact falls hardest upon those new and growing enter- 
prises which show the greatest promise for augmenting the economic 
stature of the Nation; and upon those which by unfortunate chance 
had an abnormally low earnings record during the base period. 

High taxes take away the cash of a growing business. Without 
cash, a business cannot operate. In an expanding economy, and ours 
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must continue to expend, the successful businessman grows with it. He 
must operate at a profit. But having managed his business efficiently 
and economically, he finds little cash left after paying the tax bill. 
Earnings in ‘a growing business seldom show up as cash on hand. 
Instead, they are translated promptly into all those items which are 
required to keep that business growing—new buildings, new machines, 
new and better equipment, large r payrolls, and larger inventories w ith 
which to do a bigger business. 

In view of the fact that the combined corporate and excess-profits 
tax rates total 82 percent, Congress has established a ceiling of 70 
percent upon the portion of a corpor: ition’s earnings which may be 
taken in taxes by the Federal Government. But demands of the tax 
collector for up to 70 percent of earnings of a business, in cash, may 
well prohibit any semblance of normal growth. 

The 82-percent rate applies to the top earnings of a corporation 
paying the excess-profits tax until the sum of the combined income 
and excess-profits taxes equals 70 percent of total earnings. The 
82-percent rate imposed by the excess-profits tax upon top earnings 
can only discourage maximum effort and efficient production. Tradi- 
tionally, American business has increased production by emphasizing 
economical and efficient production. This increased production, of 
immense importance to our country, has also the result of maximizing 
business earnings. When Government, by means of a tax on so-called 
excess profits, imposes penalties upon economical and efficient opera- 
tions, it is directly encouraging the development of wasteful prac- 
tices. It is quite possible, for example, that a normally prudent man- 
ager, confronted with a tax rate as high as 82 percent on his marginal 
dollar of income, mé ry consider favorably an expenditure proposal 
which he would normally consider too costly. Taxes at so high a level 
tend inevitably to create a tax consciousness which subordinates more 
economically useful factors to consideration of tax consequences. 

Permit me one illustration. Assuming a corporation subject to 
the excess-profits tax and having a return of 10 percent on sales, a tax 
lawyer or accountant who can save the company $100,000 in taxes 
is worth as much to the company as a salesman who can sell an addi- 
tional $514 million worth of its product. If the percentage of return 
on sales is more nearly a normal return of only half as much, or 5 
percent, the value of the tax practitioner, or the task of the salesman, 
is doubled. 

A good tax should be easy to administer. Of the excess-profits tax 
it can only be said that no other tax is so difficult to administer. 
Practical proof of this is found in the fact that more than 54,000 ap- 
peals were made from the Government’s interpretation of the pro- 
visions of the World War IT excess-profits tax. Under the present 
tax, a relatively greater volume of protest is arising. 

As far back as 1776 Adam Smith enunciated four famous canons 
of taxation. Three of them dealt with tax administration. He gave 
us the principles that taxes ought to be certain, but not arbitrary; 
convenient to pay; and economical to collect. To these character- 
istics, modern fiscal experience has added other qualities to be desired 
in taxes. They should possess the qualities of administrative feasi- 
bility, simplicity, and moderation. The excess-profits tax has none 
of these characteristics, old or new. 
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This country has had ample experience with a so-called excess-profits 
tax. Our experience teaches us that, whatever may be claimed for the 
tax in theory, it is both administratively and economically unsound. 

Its supposed virtues as a revenue measure are qualified by excessive 
costs of assessment and compliance; it discourages incentive for pru- 
dent management; it encourages waste and ineflicienc y; and it penal- 
izes the small and growing and the progressive companies as against 
those which are laggard or static. 

During the remainder of this year, the excess-profits tax would pro- 
duce a relatively small addition to Federal revenue. At the same 
time, it would continue to retard the economic growth which is the 
source of our national strength and taxpaying capacity. 

We therefore urge that this tax be permitted to expire on June 30, 
1953, as now provided by existing laws 

The Cuairman. Does that conclude your statement ? 

Mr. Bowpircen. Yes, sir. 

Mr. Cuairman. I want to congratulate you, sir. It is a very clear 
and logical presentation of a very complex subject. We certainly 
appreciate your being here. 

Are there any questions or comments? 

Mr. Eberharter will inquire. 

Mr. Exernarter. Mr. Bowditch, did the chamber of commerce take 
a poll lately with respect to its position before this committee on this 
subject of continuation of the excess-profits tax? 

Mr. Bowopircnu. We recently sent around letters to some 50,000 peo- 
ple, to get them thinking, and to get them to give us an answer on the 
subject. We also got the feeling of our board of directors by com- 
municating with them and talking with some of them. 

Mr. Esernarrer. That was just ‘lately ! ¢ 

Mr. Bowprren. Lately, yes, sir. Within the last month. Am I 
correct ¢ 

Mr. George C. Smith, Jr. Yes, sir. 

Mr. Evernarrer. Would you care to give us the percentage who 
were in favor of the continuation and the percentage opposed to the 
continuation? If it is not confidential, I mean. 

Mr. Boworren. I will give you everything I can, sir. I am not 
at all sure I can give you an exact percentage. Among the directors, 
the majority feeling was that the tax should expire. There were a 
great many people, however, on the other side who felt we should go 
along with the administration. ‘There was no question that the ma- 
jority felt that the tax should expire. Everybody felt that the tax 
was a poor tax. 

Mr. Esernarrer, Would you say it was about 2 to 1? Would that 
be a fair assumption ? 

Mr. Bowpitren. I might add one thing. The only question asked 
the directors was whether we should testify. But some of them also 
added to their answers. And then, as happens, we called the execu- 
tive committee into action to act for and in behalf of the board of 
directors, which is often done when there is not time under the bylaws 
to get a meeting. 

Mr. Esernarter. This doubt as to whether the chamber should 
officially appear before this committee, and state its position 





Mr. Bowprrcu. There was no doubt about that, sir. We should 
appear before the committee. 
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Mr. Esernarrer, And this doubt occurred after the President’s 
message, and you had already taken a position against the continua- 
tion and you wanted to verify that position, again, with your mem- 
bership 
Mr. t, wwortcH. We felt we had to bring the membership up to date. 
I think that is correct. It was decided we should appear before the 
committee ; yes, sir. 

Mr. Exsernarrer. Mr. Bowditch, in the fourth paragraph of your 
official statement, you say “All of us recognize the tremendous prob- 
lems inherited by our new administration.” 

The previous administration had some problems, did it not? 

Mr. Bowpritcn. Absolutely, sir. 

Mr. Esernarter. They have always had problems, and always had 
tremendous problems. 

Mr. Bowprrcu. Yes, sir. 

Mr. Eseruarrer. You do not blame those problems altogether on 
the previous administration or on its conduct of the fiscal policy, 
do you? 

Mr. Bowpircu. Well, I really thought that a new administration 
always seems to inherit problems which take some time to grasp and 
get a hold on. They are large problems. Every administration has 
large problems, sir. 

Mr. Esreruarter. Tremendous problems from previous administra- 
tions. 

Mr. Bowprtcu. Every administration has large problems, yes, sir. 

Mr. Esernarter. And you also say in that same paragraph—it 
seems to me, somewhat of a political statement—you applaud the 
efforts made to achieve a return to fiscal responsibility. Is that a 
charge that the previous administration did not have any fiscal re- 
sponsibility ¢ 

Mr. Bowprrcn. I think it is more of an endeavor, sir, I think every- 
body would like to see a balanced budget, and they must carry on the 
work of trying to achieve that, and trying to achieve also what this 
committee is trying to do, lower taxes. I know the other administra- 
tions had a great deal of difficulty, too, sir. 

Mr. Esernarrer. I am just wondering, Mr. Bowditch, whether or 
not that is not an implied criticism of the previous administration. 
I want to know whether you are just here to present to the committee 
your views on this tax, or do you want to throw a little politics into it? 

Mr. Bowprrcn. Well, sir, we have had a long-standing policy in the 
chamber for a balanced budget and lower taxes. That is what this 
statement is really intended to bring out, sir. 

Mr. Esernarter. Then just following that a little further, your 
official statement here is about the strongest indictment I have so far 
observed with respect to the recommendation of the Treasury. You 
say many things about this recommendation of the administration, and 
Secretary Humphrey. Do you think that their recommendations are 
a return to fiscal responsibility when this tax that they are recom- 
mending is so very vicious? 

Mr. Bowprrcu. I cannot answer that, sir. 

Mr. Esernarter. How do you reconcile those two? If you applaud 
a return to fiscal responsibility, and in the same statement you condemn 
very strongly their recommendations, I do not see how you can recon- 
cile those two. Can you do it? 
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Mr. Boworrcu. I think it is a matter of judgment, sir. 

Mr. Ernernarrer. How? 

Mr. Bowoprren. I think it is a matter of judgment. 

Mr. Evernarter. A matter of what? 

Mr. Bowprrcn. Judgment, sir. 

Mr. Erernartrer. Well, that is it. 

Mr. Bowpvrircn. I have the highest respect for Mr. Humphrey, and 
his ability. I have known him for a long time. On the other hand, 
our chamber feels that in our judgment, with the facts as we have them, 
the tax should expire. 

The CuarrMan. Have you finished ? 

Mr. Esernarrer. No, I have 1 or 2 more questions, Mr. Reed, if you 
don’t mind. 

We have heard from other organizations and individual businesses 
indictments of these recommendations by this administration which 
you applaud so highly for its fiscal policy, and yet in the same state- 
ment you condemn this tax. How can we return to a sound fiscal policy 

nd how can we depend on this administration in the future, if it is 
going to recommend taxation that you condemn so heartily ? 

Mr. Bowvrrcn. We feel that the amount of money which this tax 
would bring in is more than offset by the other dangers which the 
continuation of the tax would carry with it, and the amount of money 
does not seem to us to be particularly significant. 

Mr. Esrruarrer. Is your organization on record with respect to a 
sales tax? 

Mr. Boworren. That I will have to ask one of my technicians, if I 
may be permitted to do so, sir. 

Mr. Enernmarter. Surely. I want you to. 

Mr. Bowprren. This is Mr. Eads, who is secretary of the committee 
on taxation, a staff man. 

Mr. J. K. Eaps. Yes, sir; we are on record. We are on record in 
favor of the greater use of the excise form of taxation, of which the 
sales tax is one ex: wat In our policy, we call for the use of a sales 
tax, or excise tax, at a low rate, either at the manufacturer level or at 
the retail level, de ms nding entirely upon the judgment of Congress at 
the time they aagtt see fit to institute such a tax. 

Mr. Eseruartrer. So if we do not continue the present excess-profits 
tax, it will bring you to a closer realization of your aim for a general 

etail sales tax? 

Mr. Eaps. That is a possibility, yes. 

Mr. Evernarter. It would follow that there would be more need 
for a general retail sales tax if the excess-profits tax is not continued a 
while longer ? 

Mr. Eaps. 7 e ~ ave never specified a general retail or general manu- 
facturers tax, 

Mr. Esernarrer. Well, either one or the other, and perhaps a com- 
bination of both, is the desire of the United States Chamber of 
Commerce ¢ 

Mr. Eaps. We believe very strongly that the excise form of taxation 
has not been utilized to as full an extent as it should be up to the 
present time. That is quite right, sir. 

Mr. Esernarrer. Thank you very much. 

The Cuamman. Mr. Mason will inquire. 
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Mr. Mason. Mr. Bowditch, I want to congratulate you, sir, on that 
statement where you commend the present administration for a return 
to fiscal responsibility. The language “fiscal responsibility” does not 
mean that you are commenting upon their fiscal policy. There is a 
distinctive difference between fiscal policy. Your statement, as I 
gather, is perhi ips a little challenge to their policy of extending this 
excess-profits tax. But you are commending them upon their fiscal 

responsibility for wanting to stabilize the dollar and to have a bal- 

anced budget, and perhaps to cut taxes. That is what we all want. 
I want to commend this administration with which I differ on fiscal 
policy, but not on fiscal responsibility. 

Now, Mr. Bowditch, you state in your prepared statement that the 
excess-profits tax is a very difficult tax to administer, it is the most 
difficult tax to administer; that it is the most oppressive tax from the 
standpoint of a young, fast-growing business concern, and that it is 
most inequitable because it places a harness upon the ones that can 
least afford to pay. Those three points are, I think, very excellent 
points tomake. If we would take the shackles that this excess-profits 
tax places upon young, growing businesses, if we would take those 
shackles off, we have had testimony before us in the last week, from 
industry after industry, which says if you will take those shackles off, 
and we are allowed to expand as we plan to expand, we will pay into 
the Federal Treasury 3, 4, 5, 6 dollars for every dollar that they expect 
to collect in this excess-profits tax from the regular corporation tax 
and other excises. That isthe situation, is it not ? 

Mr. Bowprrcn. It seems so to us. 

Mr. Mason. And that is the reason that your great organization is 
opposing this particular part of the fiscal policy of the present ad- 
ministration. I think when you say that this $800 million will only 
pay for 4 days of our national Government expenditures, you are put- 
ting the thing in a nutshell, and that is about as important as this $800 
million is, and particularly if it would mean 5 times as much when we 
allow these businesses to expand. That will go much farther toward 
balancing the budget, w . it not ? 

Mr. Bowprrcnu. Yes, sir. 

Mr. Mason. That is all, Mr. Chairman. 

The Cuatrman. Is there anybody else? 

Mr. Goodwin will inquire. 

Mr. Goopwin. Mr. Chairman, I have no questions, but I would like 
to express the personal pleasure I have in welcoming before this com- 
mittee so prominent an industrialist as Mr. Bowditch. He was elected 
to head the Chamber of Commerce of the United States following a 
distinguished service as president of the New England Council and has 
thus brought additional honor to Massachusetts. 

Mr. Bowprircu. Thank you, sir. 

The CnatrmMan. Mr. Bowditch, I want to congratulate you, sir, on 
a very fine statement, in opposition to the extension of this iniquitous 
tax, which has been condemned day after day here by a host of out- 
standing witnesses. Mr. Sadlak will inquire. 

Mr. Saptax. Like my good colleague and friend, Mr. Goodwin, we 
too are very proud of Mr. “Bowditch in Connecticut. We have had him 
there on many occasions, and I recall my seeing him in Connecticut 
when he visited in connection with the New England Council, of which 
he had been president. 
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Mr. Bowditch, on page 5 of your formal statement you mention 
there, in the middle of the statement, that— 

Other controls over the economy were adopted during the same period, and 
virtually all of these have now been terminated with the exception of the excess 
profits tax, 

It seems te me that we have a great many other taxes that came 
into being during the last war, and ‘they were called excise taxes. If T 
recall correctly, back in June of 1950 we finally took action in the 
House reducing a great. many of these excise taxes, and then came the 
Korean war. They still continue. They were supposed to be restrain- 
ing or hindrance taxes, to keep people from going to theaters, and 
riding trains and so forth and so on. Is it not. your belief that they, 
too, ought to be terminated, as soon as possible, because the purpose 
for which they had been established no longer exists ? 

Mr. Bowprren. Congressman Sadlack, with your permission I 
would like to pass that to my technician on the left, Mr. Reads. 

Mr. Eans. Yes, sir; the Chamber is on record as favori ing expiration 
of the 1951 increases in excise taxes. We want to maintain the entire 
schedule. 

Mr. Sapiak. Thank you very much. 

The Carman. If that concludes your statement, we thank you 
very much for your appearance. 

Mr. Bowpitrcn. Thank you, gentlemen. 

The Cuarrman. The next witness is Mr. Fred Maytag, president of 
the Maytag Co., and chairman of the National Associ ation of Manu- 
facturers Tax: ation Committee. 

Mr. Maytag, if you will just give your name and the capacity in 
which you appear to the reporter, we will be very glad to hear you, 
sir. 


STATEMENT OF FRED MAYTAG, PRESIDENT, MAYTAG CO., OF 
NEWTON, IOWA, CHAIRMAN, TAXATION COMMITTEE, NATIONAL 
ASSOCIATION OF MANUFACTURERS 


Mr. Mayra. Mr. Chairman and members of the committee, my 
name is Fred Maytag. I am president of the Maytag Co. of Newton, 
Iowa. Iam chairman of the taxation committee and a member of the 
Board of Directors of the National Association of Manufacturers, and 
I appear here on behalf of the association. 

May I also introduce my associate, Mr. Jack Davidson, who is head 
of the Government finance department of the NAM staff. 

The Carman. We are very glad to have him here. 

Mr. Maytac. Thank you. It is a privilege to appear again before 
this committee. Some of you may recall that I appeared here on 
November 20, 1950, in my personal capacity as an individual business- 
man in opposition to the enactment of an excess profits tax. 

As you are well aware, our association for many years has been 
vigorously opposed to what is known as excess-profits taxation. Con- 
sistently in 1950 we opposed enactment of the present excess-profits 
tax, although industry was ready, and we so stated, to bear its full 
share of increased taxation to support the rearmament program. 

We did not think then, and we do not believe now, that a penalty 
tax on so-called excess profits has any place in a sound fiscal program. 
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We are gratified by the widespread recognition, as evidenced by testi- 
mony to date before this committee, that it is a fantastically discrim- 
inatory tax penalizing small and growing businesses and producing 
relatively little revenue. 

We agree completely with President Eisenhower when he said to 
Congress on May 20: 

Though the name suggests that only excess profits are taxed, the tax actually 
penalizes thrift and efficiency, and hampers business expansion. Its impact is 
especially hard on successful small businesses which must depend on retained 
earnings for growth. 

We agree completely with Treasury Secretary Humphrey’s state- 
ment to this committee on June 1 that it is a “bad tax.” We note par- 
ticularly his statement, in response to a question that even if we should 
get into a full war he thinks we could get a better tax to furnish the 
needed revenue. 

Our taxation committee was greatly encouraged, Mr. Chairman, by 


your clear understanding of the inequities of this tax, when on March 
13, 1953, you stated : 


The excess-profits tax is an obstacle not only to production and expansion of 
the economy, but also to the production of revenue. It must go. 

After the tax was enacted, we set up a subcommittee of our taxation 
committee to keep tabs on its operation, and to see what, if any, im- 
provements could be made by amendments. The more we studied the 
tax and considered the experience of affected companies operating 
under it, the more we became convinced of the futility of amendment. 
As Secretary Humphrey said to this committee the other day, you 
can’t make a good tax out of it. 

There has been a mistaken impression in some quarters that only 
the “corporate giants” pay this tax. A look at the record shows that 
this is completely untrue. That the tax is particularly burdensome 
to small and growing companies was impressively revealed by a sur- 
vey made last summer among our members. Of 4,066 who replie cd to 
our questionnaire, 2,639 reported paying excess- profits taxes in one 
or more of the years 19: 50-52, inclusive. We have analyzed the distri- 
bution of these respondents subject to the tax by size of establishment, 
as indicated by number of employees: 16.3 percent employ 50 people 
or less, 19.3 percent employ between 51 and 100 persons, 43 percent 
employ between 101 and 500. Thus the survey shows that 78.6 per- 
cent of the 2,639 respondents subject to the tax employ less than 500 
employees. These can hardly be called “corporate giants.” 

As we understand the situation, the issue now before this committee 
is not whether this is a good tax. The evidence that it is a bad tax is 
overwhelming. Rather the question is on the issue of whether or not 
Congress should reenact it for an additional 6 months. We believe 
it more not. Our position is that it should terminate on schedule 
June 30, 1953. This position was adopted by our board of directors, 
on Apr ii 22, 1952, and reaffirmed last October. 

Unde rstandably, President Eisenhower’s proposal that the tax be 
extended until the end of the year came as a great disappointment. 
Although we applauded the President’s intention to restore fiseal in- 
tegrity to our Government, we found it difficult to believe that this 
extension of such a bad tax was necessary. 
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We are disappointed that more progress has not been made so far 
in reducing expenditures. We are certain that more can be made, and 
are impressed with the determination of the administration and Con- 
gress that it will be done. Mindful of our own responsibilities, we 
are urging our members to assist Congress and the administration 
in their efforts to reduce expenditures and are asking businessmen 
to eliminate their requests for Federal funds to be spent on projects 
in their own home communities. 

When your committee decided to hold hearings on the excess-profits 
tax, the association sought an opportunity for me to present its posi- 
tion to you, and I was originally scheduled to appear June 4. How- 
ever because of a number of conversations I had with NAM members 
and others, I became concerned that there might have been a signifi- 
cant switch in opinion as a result of the President’s speech and recom- 
mendation to Congress. Under the circumstances, I felt it desirable 
to have the guidance of an up-to-date poll of Board sentiment on this 
question. .A meeting of the Board was obviously out of the question 
in view of the shortness of time, so a telegraphic poll was taken. This 
poll showed the following results: 

Eighty-four members voted in favor of modifying our position 
which reads: 

This job-killing tax should be allowed to expire on its scheduled expiration 
date of June 30, 19538 
by adding the phrase: 
but under no circumstances later than December 31, 1953 


Forty-six members voted against modification. 

The amendment thus failed to achieve the two-thirds majority which 
is required by our constitution and our bylaws for our board of direc- 
tors to adopt or change policy positions. 

The comments of many board members who voted in favor of modi- 
fying our eee indicated no weakening of their basic opposition 
to the tax. Instead, they concluded that the administration should 
perhaps have up to 6 months to straighten out its legacy of fiscal 
irresponsibility. 

Gentlemen, our position therefore remains that the excess-profits 
tax should expire June 80, 1953. This is our recommendation to you. 
Mr. Jenkins (presiding). Does that conclude your statement ? 

Mr. Mayrtac. That concludes my statement, sir. 

Mr. Jenkins. Any questions! 

Mr. Eberharter will inquire. 

Mr. Esernarrer. Mr. Maytag, on page 4 of your statement you 
said: 

However, because of a number of conversations I had with NAM members 
and others, I became concerned that there might have been a significant switch 
in opinion as a result of the President's speech and recommendation to Congress. 

Would you care to tell us who those others are that you had con- 
versations with, aside from the NAM members? 

Mr. Mayrac. I presume, Mr. Eberharter, that you are referring to 
the reported conversation between me and Mr. Folsom. I will be 
glad to tell you anything you would like to know about it. 

Mr. EBerHarrer. Did you ¢é all him up or did he call you up? 

Mr. Mayrae. Which time? If I may explain, sir, in general terms, 
T have had scene conversations with Mr. Folsom. 
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Mr. Esernarrer. After the President’s recommendations ? 

Mr. Marraa. After the President’s recommendation. 

Mr. Esernarrer. You were still able to talk after the shock of the 
President’s recommendation ¢ 

Mr. Mayrae. Yes, sir. I have had a great many shocks, and I 
haven’t had any of them leave me quite s peechless yet. I have had 
several conversations with Mr. Folsom. On February 20, a number 
of members of my committee and I had a conversation with him in his 
office at our request, during which time we went over the entire NAM 
tax program. We talked, among other things, about the excess- 
profits tax. I saw him on April 16 when we were both speakers on 
the National Industrial Conference Board program in New York. I 
talked with him briefly in Washington on May 14, when we were both 
attending a meeting of the Committee for Economic Development. 
That brings us down to the date which I believe is May 25, on which 
he called me at my office. That was after the President’s speech. He 
recalled our previous conversations, and said that he presumed I was 
acquainted with the President’s request, which I was, and asked 
whether or not that was going to have any effect on our stand on this 
question. I told him that I didn’t think that it was, that I was sched- 
uled or would be scheduled to testify before this committee, and that 
my intention at that time was to express opposition to the proposal. 
He discussed with me some of the reasons why the administration had 
felt it desirable to make the recommendation, and referred back to a 
conversation we had in his office about this problem of balancing the 
budget. 

He said that he had hoped that the NAM might be influenced by 
the President’s request to either change its position or possibly remain 
neutral. I think he asked me—yes, I am sure he did—whether or not 
we were going to make any reexamination - policy. I told him that 
I didn’t know, I didn’t think that we were, but that I would be glad 
to let him know whether or not we did and would also definitely let 
him know as soon as possible what the nature of our testimony 
would be. 

And then I had one further contact with him, which I think was on 
May 28, some 3 days later, the 28th or 29th, when responsive to the 
statement I had made to him on the 25th I called him to tell him that 
as a result of a substantial interest in the question on the part of the 
board members, we had decided to poll the board by wire, and would 
be guided by the results of that poll. 

Mr. Eseruarter. His suggestion came first, that there would be a 
poll : did it not? 

Mr. Mayraa. I don’t think he exactly suggested it, but he asked 
whether or not we were going to do it. He said “does this make any 
difference, the President’s message? Are you going to reexamine your 
position ?” 

Mr. Esernarrer. Has your organization ever gone on record in 
favor of a sales tax, either a manufacturers sales tax or a general retail 
sales tax? 

Mr. Maytaa. Yes, sir; for a number of years we have recommended 
the substitution of a uniform excise tax on al} end produc ts of manu- 
facture for the hodgepodge of selective excises which we have now. 
We believe that it should preferably be at the matufectirers level. 
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Mr. Exsernarter. Of course if this excess-profits tax is killed at the 
end of this month, that will mean a greater demand for more sources 
of revenue and it will work toward your aim of a general sales tax. 

Mr. Mayrrac. Well, I have never thought of it quite that way, sir. 
I don’t think that there is any particular tie-in in our mind of the 
type of thing you suggest. 

Mr. Esernarrer. | just thought that not getting, as the Treasury 
thinks, as much money from the excess-profits tax, it will make more 
necessary the imposition of some other type of tax, and you favor the 
sales tax. 

Mr. Mayrac. Perhaps I could better answer your question, sir, by 
saying that we do not propose a uniform excise tax to raise more 
revenue than is now raised by the present selective excises. We pro- 
pose that the rate be set, a uniform rate, and consequently a low rate, 
at such a level as to generate the same revenue which is now produced 
by the selective excises. 

Mr. Esernarrer. I do not want to go into the principles of it. It is 
quite a subject in itself. 

Mr. Mayvaa. It is, sir. 

Mr. Esernarter. That is, unless you prefer to. 

Mr. Mayrtaa. No, sir; not at this time. I hope that there will be an 
opportunity to do so at a later date. 

Mr. Esernarrer. Mr. Maytag, on page 3 of your official statement, 
you say: 

Although we applauded the President's intention to restore fiscal integrity 
to our Government— 

Is that a political statement? 

Mr. Mayraa. I presume that is a matter of opinion. 

Mr. Esernarrer. Are you willing to say that the Government had 
not had fiscal integrity ? 

Mr. Mayvrac. Yes, sir. That is my opinion. 

Mr. Exveruarrer. In your opinion, the previous administration had 
not had fiscal integrity ? 

Mr. Mayraa. Yes, sir; that is my opinion. 

Mr. Eseruarrer. Do you think that the previous Republican ad- 
ministrations had fiscal integrity, under former Republican Presi- 
dents ¢ 

Mr. Maytaa. Mr. Eberharter, in order to go back to a previous 
Republican administration, I would have to go back so far that I 
am afraid I wasn’t very much aware of questions of that kind at 
that time. 

Mr. Evernarrer. I always thought that the word “integrity” 13 
almost synonymous with honesty and sincerity. Have you believed 
that the previous administration was dishonest and insincere in its 
fiscal policy ¢ 

Mr. Mayraa. I believe, sir, that a fiscal policy which promotes 
deficits or results in deficits, which tries to persuade one segment of 
the population that it is getting free Government at the expense of 
another segment of the population, a policy which takes vast billions 
of dollars from the taxpayers down here to Washington and then 
deals them out, again, to the States and the communities—I think that 
is a policy that doesn’t have integrity. 

Mr. Esernarrer. You mean it is dishonest ? 
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Mr. Mayrac. Well, I have heard that said. To the extent that it is 
des «ne to deceive the people, I think it is dishonest; yes, sir. 

. Esernarrer. I wanted to ask you one other question : The orig- 
ms i a itement that you intended to present to this committee on June 
t, you have discarded have you not ? 

Mr. Mayrae. I did not ever have a statement that I intended to 
present on June 4. I had some notes and writings and so forth, but 
the implication that I had a statement all prepared to deliver to the 
committee and then tore up isn’t justified, 

Mr. Esernarrer. In that statement that you intended to make, you 
intended to condemn the excess-profits tax? As a means of revenue, 
you intended to condemn it? 

Mr. Mayraa. Again, sir, you are referring to this nonexisting state- 
ment. 

Mr. Exsernarrer. No. In a statement that you—well, maybe I 
should not put it that way. I do not want to play on words. But 

certainly you intended to condemn the excess-profits tax as a means 
of revenue ¢ 

Mr. Mayracg. Yes, sir; and I have this morning condemned it, I 
hope. It was my intention this morning to do so, also. 

Mr. Esernarrer. Then do you think it is just a mistake in judg 
ment on the part of the Treasury and of President Eisenhower in 
ameinadeian a continuation of this tax, or do you think it is a lack 
of integrity, as you seem to like that word ¢ 

Mr. Mayraa. No; I think that the question before this committee 
is entirely a question of timing. It seems to me that the character of 
the tax is really not a subject of controversy. To the best of my 
knowledge, no one has publicly defended the excess-profits tax before 
this committee as a means of producing revenue. I think even the 
Treasury people said that it is rather a poor revenue producer. 

Mr. Eseruarrer. Then you think the President and the Secretary 
are just simply making a mistake to recommend its continuation, 
because vou differ with them. do you not ? 

Mr. Maytag. Yes, sir; I differ with them, and I think it is a mis- 
take: yes. 

Mr. Esernarrer. A mistake in judgment? 

Mr. Mayrac. Yes, sir. 

Mr. Esernartrer. And then you think this committee should not 
have-much confidence in the Treasury or in the President’s informa- 
tion ¢ 

Mr. Mayraa. Lam sure that is an unwarranted inference. 

Mr. Esnernarrer. Well, you say they are making a serious mistake 
now. Why should we have confidence in them? Will you explain? 

Mr. Mayraa. May I ask you, sir, when you differ with one of your 
colleagues in the House on some question that involves judgment, do 
you lose confidence in him because his opinion is different from yours? 

Mr. Evernarrer. If I think their judgment is wrong, I certainly 
have less confidence in whatever future recommendations they may 
make. You don’t agree with that, do ~_ 

Mr. Mayrac. It has been my experience, sir, that I have disagreed 
with a great many people about a great many things, but I can ‘dovit 
without. losing confidence in them, because I am not perfect, and they 
are not t per fect, and we frequently disagree about things, but we keep 
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right on having a great deal of confidence in each other, and particu- 
larly in the integrity of our judgment and our opinions. 

Mr. Esernarrer. Well, if you find a person is mistaken in his judg- 
ment on a serious matter, that does not lessen your confidence in his 
judgment? Is that what you want to say? 

Mr. Maytag. It doesn’t lessen my confidence in his integrity and his 
honesty. 

Mr. Eneruarter. I am asking you about his judgment, not his in- 
tegrity. We are off that subject. You seem to like that word. 

Mr: Mayraa. Well, it was you, sir, who brought it up, or who took 
us back to it. No; I don’t think anybody is infallible. And I think 
there are many questions which are neither black nor white, but a 
shade of gray. I do not know anybody, even including my wife, with 
whom I agree a hundred percent, and the fact that 1 may disagree 
with them occasionally does not cause me to lose confidence in their 
overall judgment. I like to form my opinions of people’s judgment 
on balance rather than on specifics. 

Mr. Exsernarrer. I do not know whether that is a good idea, Mr. 
Maytag. You would not rely on your wife’s judgment insofar as fiscal 
matters were concerned. We are talking about fiscal matters, now. 

Mr. Mayra. Sir, it would depend upon 

Mr. Eseruarrer. And I think we ought to keep it on that level. 

Mr. Mayraa. It would depend on what kind of a fiscal matter it 
was. If it had something to do with my household, I think I would 
give a great deal of weight to her judgment. 

Mr. Esernarrer. You want to go on record, then, as being one of 
those persons who, having had experience with a person who makes 
a serious mistake in judgment, it does not lessen your confidence inso- 
far as their judgment in the future will be concerned ? 

Mr. Mayraa. I want to go on record, sir, as saying that the fact 
that my judgment and someone else’s judgment about a particular 
question is different does not cause me to lose confidence in their judg- 
ment, their overall judgment. 

Mr. Eseruarrer. Well, that is not the answer to my question, but I 
see you do not want to answer. 

Thank you very much, Mr. Chairman. 

Mr. Jenkins. Mr. Mason will inquire. 

Mr. Mason. Mr. Maytag, I am interested in your statement that 
your organization would substitute a general manufacturers tax for 
all this hodge spodge of excise taxes that we now have on our books. 
You are not advocating a general manufacturers sales tax as a sub- 
stitute for this exe ess-profits tax, are you! 

Mr. Mayraa. No, sir; that is absolutely correct. 

Mr. Mason. But you are advocating it as a substitute for this 
hodgepodge of excise taxes that we have and that is a mess, and 
everybody knows it is a mess, and it is inequitable in that it taxes 
certain things and others not, and so forth and so on. It would be 
much more equitable to have a general manufacturers sales tax in 
lieu of that hodgepodge ¢ 

Mr. Maytag. Yes, sir; that is our opinion. 

Mr. Mason. Thank you, sir. I am of the same opinion. 

Mr. Jenkins. Any other questions ? 

Mr. Simpson will inquire. 
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Mr. Simpson. Mr. Maytag, I was a little surprised that there were 
so many votes in favor of accepting the recommendations. What is 
your method of ascertaining the intention of the association ? 

Mr. Mayraa. The regular method of ascertaining the opinions of 
the association and arriving at policy decisions is this: We have some 
13 policy committees, of which the tax committee is 1, and there are 
some 2,500 members of our association rather carefully selected for 
geographical distribution and also distribution as to size and kind 
of company who serve on those policy committees. There are about 
250 members on my taxation committee. The normal procedure is 
for those committees to recommend policy positions. ‘Those recom- 
mendations are then considered by our board of directors which has 
167 members, similarly well distributed and who are, incidentally, 
elected by the members. The board then creates policy, acting on 
these recommendations coming up from the policy committees, at its 
regular monthly meetings. 

It was to that procedure which I referred when I said that our 
position originally was adopted in April 1952 and reaftirmed last 
October. In this particular instance we used a somewhat different 
procedure because time did not permit getting the board together. 
Consequently, we polled the board by telegraph. 

Mr. Simpson. 1677 

Mr. Mayrae. Yes, sir. And the figures which I cited are the count 
on that board poll. 

May I say, also, sir, that I was a little surprised at the number who 
were willing to go along. My own interpretation of that vote is that 
tor the most part those who voted in favor of modifying our position 
were doing so because of their very high regard for the President, and 
their willingness, despite their very strong opposition to this tax in 
principle, to display their confidence in the administration by saying 
in effect, “We don’t agree with you, but if you think this 1 is the thing 
todo I think maybe we should go along for a short time.’ 

Mr. Srrpson. If a few more had voted #flirmat ively, you would have 
had a tough time. 

Mr. Mayrage. Well, sir, if another eight had voted affirmatively, 
I should have had to testify that we would not oppose extension of 
the tax. 

Mr. Stmpson. I say you would have had a tough job. 

Mr. Mayrag. Well, sir, I think I have had kind of a tough job 
anyway. 

Mr. Jenxrns. Mr. Martin will inquire. 

Mr. Martin. Mr. Maytag, first 1 commend you on your statement 
here today. It is clear and concise. There is forthrightness i in your 
prepared statement as well as your colloquy in the committee which 
is very helpful to our committee. I had occasion to make a similar 
statement when you appeared here November 20, 1950. I want to wel- 
come you here as a fellow lowan, and to bring attention to the com- 
mittee that all Iowa leaders in business, industry, agriculture, and 
public life look with considerable pride to your leadership and your 
outstanding achievement in all those fields of services we know you 
do in Iowa. I am very proud to welcome you here as a fellow Iowan. 

Mr. Mayrac. Thank you very much, Mr. Martin. 

Mr. Jenkins. Any other questions? If not, Mr. Maytag, let me ask 
you, are you the Maytag of the Maytag washer / 
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Mr. Mayraa. Yes, sir. 

Mr. Jenxrns. I want to say you have done a good washing today. 
You have put out a good statement. 

Mr. Mayrac. Thank you very much, sir. And may I also express 
my appreciation for the very courteous treatment I received from the 
committee. 

Mr. Jenkins. Mr. Knox will inquire. 

Mr. Knox. Mr. Maytag, as I view the number of your membership 
that responded to your inquiry, I find that over the Nation you have 
an average of about three per State. Was that a ratio that you could 
look at, or was that just a false view of the question, or did you just 
go into the industrial States ? 

Mr. Mayraa. No,sir. Lam afraid I did not make myself quite clear 
in responding to that other question. I presume you are referring to 
this poll. 

Mr. Knox. That is correct. 

Mr. Mayvac. This poll was of the members of the board of directors. 
There are 167 members of the board who are apportioned to the States 
according to the number of members that we have in the States. The 
number varies, of course, but we have at least 1 director from each of 
the 48 States. We also have a director from Hawaii. The persons 
who were polled were these members of the board of directors. 

Mr. Knox. How many members of your board of directors are from 
Michigan ? 

Mr. Mayraa. I will have to ask for a moment to check that. I am 
not sure that I even have the data readily available, because I do not 
think I have a breakdown by States. I would be glad to get the 
information, sir, though, and supply it. 

Mr. Knox. May I ask you then, Would the views of those who felt 
that possibly in the best interests of the Nation the excess-profits tax 
should be continued for 6 months’ extension, be because of the contri- 
bution of the loss of the fynd toward the possible increase of the 
national debt limit? Would that be the main reasoning, or what is 
the reasoning for the extension? Is it just the $800 million? 

Mr. Mayrac. Are you asking me about the reason why certain mem- 
bers of the board were willing to have it extended 6 months? 

Mr. Knox. If you should have the information, I should like to 
have it. 

Mr. Mayvrac. I was going to say I do not have very much informa- 
tion on that. That necessarily requires going into the minds of the 
people who voted. But I do know that in a number of these answers 
the respondents indicated that only for the reasons that I previously 
stated were they willing to accept reluctantly a 6 months’ extension. 

Mr. Knox. Was that because the administration asked for it? 

Mr. Mayraa. Yes, sir; in a nutshell, I think that is the answer. 

Mr. Knox. They did not give you any basic facts and reasoning as 
justification for the continuation ? 

Mr. Mayra. Some of the answers may have done so. Let me say 
that I did not personally count the votes, nor have I examined in detail 
the answers. 

Mr. Knox. My reason for the question is that we are the body that 
makes the final determination as to whether or not this question shall 
be submitted to the Congress, and we should have justification why 
that so-called 84 members felt that the extension should be granted 
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and the so-called forty-odd who opposed it. That is the reason for my 
question. However, if you are unable to give me the answer, that is 
all, Mr. Chairman. 

Mr. Jenkins. Other questions? Mr. Sadlak will inquire. 

Mr. SapraK. Mr. Maytag, did your membership ever take a poll 
on H. R. 1, with which I feel you might be quite familiar ? 

Mr. Mayraa. No, sir; we do not have a specific position with respect 
to H. R. 1. However, we are on record as favoring reduction in indi- 
vidual income taxes as soon as possible. I am sure that within the 
framework of our policy positions on taxes we would welcome any 
advancement in the date on which individual income tax rates will bi 
reduced, if that can be done within the framework of a balanced 
budget. 

Mr. Saptak. Then what would you say to this: Advancing the day 
of the effect of H. R. 1 to the Ist of October, and simultaneously ex 
tending the excess-profits tax from the 30th of dune to the Ist of 
October or 30th of September, taking them together? 

Mr. Mayrac. I just do not think I am qualified te answer that ques 
tion at this time because I believe our answer to it would be based on 
the prospect of the Congress and the administration being able to 
reduce expenses enough to achieve that result within the framework 
of a balanced budget. 

Mr. Sapiax. Actually, I cannot see any reason for extending the 
excess-profits tax for even 3 months, Mr. Maytag, but we hear around 
these buildings so frequently that all legislation is the result of com 
promise, and I wanted to throw that out as a suggestion for your 
comment. 

Mr. Mayvaa. I think it offers the elements of an interesting com- 
promise, and I am aware of the art of compromise and realize that 
a great many things are accomplished by that very proper procedure. 
I do not believe I am prepared to respond further to the question. 

Mr. Sapiak. Thank you. 

Mr. Jenkins. If there are no other questions, we thank you, Mr. 
Maytag. 

Mr. Mayraa. Thank you, sir. 

Mr. Jenkrns. The next witness on the list is Mr. Clarence D. Laylin, 
of Columbus, Ohio. 

I want to say in his behalf that Mr. Laylin is considered one of the 
outstanding if not the best tax expert in the great State of Ohio, 
which means to me a great deal. He has been coming here before this 
committee for years, and the new members will find that he is a very 
able man and meets the specifications that I have give to him, 

You may proceed, Mr. Laylin. 


STATEMENT OF CLARENCE D. LAYLIN, APPEARING ON BEHALF 
OF THE OHIO CHAMBER OF COMMERCE, COLUMBUS, OHIO 


Mr. Layirn. My name is Clarence D. Laylin. I am overwhelmed 
by the undeserved remarks of my good friend from Ohio. I do live 
in Columbus, Ohio, and I am counsel for the Ohio Chamber of Com- 
merce, in whose behalf I appear. 

Mr. Jenkins. Incidentally, Mr. Laylin, I think the Ohio Chamber 
of Commerce is the largest State chamber of commerce of any of the 
States, is that not right?) We claim that, anyway. 
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Mr. Layturn. In the presence of the executive secretary 

Mr. Mason. I will not let you get by with that. Tlinois has a 
larger one. 

Mr. Jenkins. We claim that. 

Mr. Layury. I am willing to concur in that claim, Mr. Jenkins. 

Mr. Jenkins. You may proceed. 

Mr. Layiry. I shall speak also for certain other State chambers 
of commerce as chairman of the taxation section of the Federal finance 
committee of the Council of the State Chambers of Commerce. 

There is no need to enlarge upon the evils of the excess-profits tax. 
What the President said in his message of May 20, 1953, admirably 
sums up the truth about this vicious imposition. For the record, how- 
ever, I should like permission to file a statement prepared a few weeks 
ago by the Washington research office of the Council of State Cham- 
bers of Commerce, which sets forth an analysis of the excess-profits 
tax to which, I am sure, all State chambers of commerce and their 
members subscribe. 

The CrHarrman. Without objection, you may file that with the 
reporter. 

Mr. Layuty. The issue raised by the President’s request for a 6- 
month extension of the excess-profits tax does not involve the merits 
or, rather, the demerits, of that tax; on the contrary, it is whether or 
not a concededly bad tax—a very bad tax—shall be continued tem- 
porarily as the least of 3 evils, the other 2 of which, as we understand 
the President, are, first, some short-term substitute tax, and, second, 
an increased deficit in the budget. 

Neither the Ohio Chamber of Commerce no, so far as I know, any 
other State chamber, would advocate the imposition of any short-term 
substitute tax; but, on the contrary, all would oppose the enactment, 
at this time, of any new tax or taxes of whatsoever nature. 

This brings me to the question of budget deficit. Here the Ohio 
Chamber of Commerce recognizes the difficult situation in which 
the administration and the Congress find themselves as a result, pri- 
marily, of commitments of unexpended past appropriations. A sub- 
stantial minority of the Ohio chamber’s board of directors, believing 
sincerely that more time is needed by both branches of the Government 
to reduce expenditures to a point where they may be balanced by a 
tolerable system of revenue measures, and that the President’s revised 
estimates of expenditures for fiscal 1954 represent the best that can 
be hoped for under present circumstances affecting national security, 
are willing to support the temporary extension of the excess-profits 
tax as a stopgap expedient. 

On the other hand, a substantial majority of the Ohio directors 
present at a meeting held on June 2, 1953—the actual vote was 18 to 
13—approved a unanimous recommendation of the Ohio chamber’s 
taxation and public expenditures committee that the extension ought 
not to be made and should be opposed. And that is my testimony on 
behalf of the Ohio Chamber of Commerce. 

The reasons for this position are, first, that we have come to the con- 
clusion that contro] of expenditures in the Federal Government can be 
achieved only by limiting revenues and curtailing borrowing; second, 
that the Congress holds the purse strings and should effectively exer- 
cise its functions in that regard; third, that, difficult as the situation 
is, nevertheless the Congress can, should, and, it is believed, will cur- 
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tail appropriations and authorized spending for the fiscal year in 
question considerably more than is badiented] by the revised executive 
budget estimates—certainly more than the estimated $800 million in 
additional revenue which would theoretically be gained by continuing 
the excess-profits tax for 6 months; fourth, that the administration 
need not be, and would not be embarrassed or hampered in any ma- 
terial degree if such reductions were effected; and, finally, that the es- 
timated gain in revenue as a result of the proposed extension of the 
excess-profits tax is largely speculative, and might well be offset by an 
increased yield from other taxes during fiscal 1954, once the excess- 
profits tax should cease to be in effect. 

With respect to this last point, I should like to file for the record 
a statement of the Missouri State Chamber of Commerce, which I have 
been requested to do. 

The Cuamrman. Without objection, it is so ordered. 

Mr. Laytin. The two statements which I should like to put into the 
record refer to surveys concerning the effect of corporation income 
and excess profits taxes on small and growing businesses with earn- 
ings in excess of $25,000, which were conducted in each of eight 
States by the respective State chambers of commerce. The results 
of these surveys confirm the President’s castigation of the excess- profits 
tax as one which “penalizes thrift and hampers business expansion, 
and the impact of which “is especially hard on successful small busi- 
nesses which must depend on retained earnings for growth.” 

Ohio and Missouri are two of these States which conducted these 
surveys. The Wisconsin State chamber, represented here the other 
day by Mr. Henry C. Fechtmeyer, also conducted such a survey. 

So it was that the informed judgment of the Federal finance com- 
mittee of the Council of State Chambers of Commerce had strongly 
condemned the excess-profits tax and looked forward to its termination 
on June 30, 1953; and this position had been endorsed by all the State 
chambers which are members of the council. 

However, when the President, on May 20, 1953, requested the con- 
tinuance of the tax until December 31 of this year, and gave his reasons 
therefor, it was recognized that a new issue had been raised; and 
when, as was of course essential, your committee called hearings to 
be concluded on June 10, the Council of State Chambers of Commerce 
was confronted with a difficult problem. I hardly need remind you 
that the council is a federation of some 31 autonomous State and 
regional bodies, each of which acts through its own appropriate 
organs and in accordance with its own procedures. The function of 
the council’s Federal finance committee, and of the subcommittee of 
wheih I am chairman, is to formulate policies relating to the finances 
of the Federal Government, and present them to the several member 
State chambers for consideration and action, in the light of the infor- 
mation developed by the council’s research department. Until any 
such policy is approved or accepted by substantially all of the State 
chambers, no one speaking for a committee can say that he expresses 
the views of the council as such. 

Under the circumstances of this occasion, it seemed impracticable 
to follow the procedure which I have outlined. In lieu thereof, each 
State chamber was requested to review its position of opposition to 
the extension of the excess-profits tax and either advise the president 
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of the council as to the conclusion reached, or present its views directly 
to the Committee on Ways and Means, as Wisconsin and Illinois have 
done. Even this shortcut involves some delay, and it has apparently 
been impossible for most of the State chambers to act within the. time 
limit. 

Therefore, on this occasion I can speak for the Council of State 
Chambers only to state, as I have, that, prior to the President’s request 
for the extension of the excess-profits tax, the council would doubt- 
less have opposed such an extension. Beyond that, I can speak only 
for such State chambers as have authorized me to present their views. 
I have given you the reasons why a majority of the directors of the 
Ohio chamber, and its taxation committee, oppose the extension. | 
am authorized to say that the Georgia State Chamber of Commerce, 
the Kansas State Chamber of Commerce, the West Virginia State 
Chamber of Commerce, and the South Texas Chamber of Commerce 
concur in that position. Missouri’s opposition is expressed in the 
brief statement which, if permitted, I shall put into the record. The 
Wisconsin and Illinois State chambers have spoken for themselves. 

As these State chamoers see it, the question which this great com- 

mittee must answer is simply this: Under all the circumstances, which 
the Members of the Congress should be best able to appraise, which 
is the better way to bring the budget for fiscal 1954—8800 milhon— 
toward a balance—to continue a most obnoxious tax for 6 months 
more, or to find ways to reduce the spending proposed by the admin- 
istration for that fiscal year by that amount, and more ? 

If the effect of an unbalanced budget is inflationary, as the admin 
istration assumes—and these chambers agree—whvy solve this question 
by continuing the excess-profits tax, which is in itself, in certain 
respects, an instrument of inflation ? 

These chambers realize, of course, that your committee’s province 
is to raise revenue, and not to authorize or directly to limit expendi- 
tures; but they believe it to be your right and duty to consider what 
is before you in that light. They have confidence both in the admin- 
istration and in the Congress, but hold that each should act according 
to its best judgment. 

The CHamman. Does that conclude your statement ? 

Mr. Layiin. That concludes the statement. 

The Cuarman. You asked permission just before you closed to 
put something else in. I think it was the statement of one of the 
chambers of commerce. 

Mr. Layurn. Yes, sir. I have taken the liberty, or somebody has, 
of attac ‘hing these to my statement. 

The Cuairman. Without objection, they may be included. 

(The statements referred to follow:) 


[Council of State Chambers of Commerce, Bulletin No. 18, April 2, 1953] 


Tue Excess-Prorits TAx—I1rs ASSETS AND Its LIABILITIES 


Businessmen’s hopes for expiration of the excess-profits tax on schedule 
this June 30 were greatly increased early last fall when two administration 
leaders, Treasury Secretary Snyder and Commerce Secretary Sawyer, in critical 
analyses suggested that it be permitted to die. Their hopes were raised further 
on November 4 with the election of a new administration and majority in Con- 
gress which campaigned on a platform calling for early expenditure reduction 
and tax relief. 
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In recent weeks, however, pessimistic reports from the administration on the 
possibility of balancing the 1954 Federal budget have resulted in proposals to 
extend the excess-profits. tax beyond next June 30. Since this tax may soon 
become a major issue again, an appraisal of its merits is in order. 


PAST AND PRESENT EXCESS-PROFITS TAXES 


Each time this Nation has. mobilized for defense since the beginning of 
World War I Congress has enacted excess-profits-tax laws for the dual purpose of 
obtaining revenues and controlling war profits. And each time that such a tax 
was imposed it was found to be discriminatory and most difficult to administer. 

The World War I excess-profits tax, first enacted in 1917 and later amended, 
vas a tax imposed on corporation profits in excess of 8 percent of invested 
eapital during the taxable year or on profits in excess of the average profit 
during the years 1911-13 plus 10 percent of the increase in invested capital after 
that period. The method which produced the higher tax was the one to be used. 

Comments on the World War I excess-profits tax in the annual reports of the 
Secretary of the Treasury for the fiscal years 1919 and 1920 indicate it was 
a tax with many faults. Secretary Carter Glass said in his report for 1919: 

“The Treasury's objections to the excess-profits tax even as a war expedient 
* * * have been repeatedly voiced before the committees of the Congress. Still 
more objectionable is the operation of the excess-profits tax in peacetime. It 
encourages wasteful expenditure, puts a premium on overcapitalization, and a 
penalty on brains, energy, and enterprise, discourages new ventures, and con- 
tirms Old ventures in their monopolies.” 

In the 1920 Treasury report Secretary David F. Houston said: 

“The reasons for repeal of the excess-profits tax should be convincing even 
to those who, on grounds of theory or general political philosophy, are in favor 
of taxes of this nature * * *. It is exceedingly complex in its application and 
difficult of administration, despite the fact that it is limited to one class of 
business concerns—corporations.” 


THE WORLD WAR II TAX 


The World War II excess-profits tax was first imposed by an act of 1940. 
While this act was amended several times before its repeal in 1945, it retained 
to the end the concept of a high tax rate on profits in excess of average earnings 
during the base period 1936-59 or on profits in excess of varying low percentages 
of invested capital. In an effort to remove some of the inequities experienced in 
the World War I tax, the Congress included in the World War II law certain 
relief provisions known as section 722 to those who had to deal with excess-profits 
tax returns for that period. In thousands of cases, however, this section only 
gave taxpayers added grief instead of relief for it resulted in long and expensive 
controversies with the Internal Revenue Bureau. As of November 1950 there 
were still over 25,000 excess-profits-tax cases which had not been settled and 
2.700 of them related to section 722. 

In calling for early repeal of the World War II excess-profits tax Treasury 
Secretary Vinson told the Senate Finance Committee in October 1945, “I consider 
the excess-profits tax to be a particularly important obstacle to business expan- 
sion. * * * The excess-profits tax has been an erratic and, in many instances, 
an inequitable tax. The difficulty is that calling profits excessive does not make 
them excessive. Calling profits normal does not make them normal.” 


KOREA AND ANOTHER EXCESS-PROFITS TAX 


Within 6 months after the Communist aggression in Korea the Congress was 
considering another excess-profits-tax measure, the Excess Profits Tax Act of 
1950. This act was approved January 3, 1951, and was amended by the Revenue 
Act of 1951. In its present form the act imposes a tax of 30 percent on profits of 
corporations in excess of 883 percent of average earnings in the 3 best years of the 
base period 1946-49 or on profits in excess of certain rates of return on invested 
capital. This 30-percent excess-profits tax is in addition to the regular corpora- 
tion income tax of 52 percent and results in a total tax of 82 percent on incomes 
which by definition are considered excess profits. 

The twofold objective in enactment of this tax, as in previous excess-profits 
taxes, was to increase Federal revenues and to control war profits. Other consid- 
erations in the enactment of the 1950 excess-profits tax were political and psycho 
logical. It is believed by many that political expediency requires special taxes to 
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restrict business profits during a defense mobilization period. Psychologically 
the name excess-profits tax has the advantage of leading people to believe that the 
profits specially taxed are truly excessive and that a high rate of tax on them 
is just. 

HOW IMPORTANT ARE ITS ASSETS? 


The present excess-profits tax was passed during a time of increasing demand 
for goods, shortages of supply, and rising prices. The Congress considered the 
possibility that for a time profits on civilian as well as defense production might 
rise inordinately high. Profits on military orders could be controlled by renego- 
tiation of contracts, but other profits obviously could not be so controlled. Accord- 
ingly, Congress adopted the excess-profits tax as the means of controlling all 
eorporate profits. 

At the present time, however, control of profits on civilian business is no 
longer a problem. The unbalanced demand-supply relationship has been cor- 
rected, price controls on all consumer goods have been eliminated, and allocation 
controls on only a few materials still remain. Since profits on defense business 
can be controlled by renegotiation of contracts, the excess-profits tax serves no 
needed purpose as a control measure. The proponents of extension of the 
excess-profits tax beyond next June 30 appear to have taken note of these facts 
because the only reason they give for its extension is the need for revenues 
derived from it. 


EXCESS-PROFITS TAX AS A SOURCE OF REVENUE 


The value of this tax as a revenue producer deserves examination. Latest 
estimates of the staff of the joint committee on internal-revenue taxation indi- 
cate the excess-profits tax is currently producing revenues of about $2 billion 
a year. That amount is less than 9 percent of total revenues from all Federal 
taxes on corporate incomes. Assuming that corporate profits before taxes con- 
tinue another year or more at the present level of $40 billion, termination of 
the excess-profits tax on June 30 would cause an apparent revenue loss of less 
than $1 billion in fiscal 1954 and about $2 billion in fiscal 1955. This loss would 
be more apparent than real for several reasons: 

When the Federal Government takes 82 cents in taxes out of every dollar 
of corporate profit, little incentive is left to justify the wear and tear on human 
and material resources to increase profits by expanding sales volume and by 
holding down costs. Management becomes less concerned with improving pro- 
duction methods. There may be less resistance to inflationary wage increases, 
and a tendency to relax cost consciousness generally. There is a natural tempta- 
tion to encourage excessive spending for such items as advertising, travel, and 
other promotional activities when the cost is only 18 cents for each dollar and 
when the prospect for creating future goodwill is so apparent. The net effect 
of these natural reactions to an 82-percent tax on profits is to reduce materially 
total corporate net profits subject to the regular corporation income tax of 52 
percent. 

There is no way, of course, to estimate the increase in revenues from the 52- 
percent tax which would result from abolishing the excess-profits tax and re- 
turning profit incentives to management. But this revenue increase could be 
considerable. For example, only a 10-percent increase in the current $40 billion 
level of pretax profits would produce enough from the corporation normal tax 
and surtax to fully offset the $2 billion receipts from the excess-profits tax. 

An end to the excess-profits tax would increase corporate profits before taxes 
from two additional sources which are presently repressed because of that tax. 
These are the expansion of present businesses and the creation of new enter- 
prises. While there has been considerable manufacturing-plant expansion dur- 
ing the past 2 years, it has been largely for defense and has been greatly induced 
by rapid writeoff provisions for tax purposes under Government certificates of 
necessity. The right to retain 18 cents out of each additional dollar of profit 
gives little incentive to expand nondefense business or to risk starting a new 
venture or introducing a new product. 

Hearings on the tax problems of small business conducted last year by the 
Senate Small Business Committee and surveys made by State chambers of 
commerce in 8 States show conclusively that the excess-profits tax is stifling 
the growth of business, and particularly small business. Termination of the 
tax would increase corporate profits subject to regular taxes through expansion 
of business and at the same time it would increase individual incomes subject to 
taxes through the creation of new jobs. 
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OTHER LIABILITIES OF THE EXCESS-PROFITS TAX 


In addition to taxing efficiency, subsidizing waste, encouraging wage and 
price inflation, repressing business expansion and discouraging new ventures, 
the excess-profits tax has other serious faults. Following are some of the 
worst of them: 

1. The tax is difficult to apply and administer. Ascertaining the tax lia- 
bility is usually time-consuming and costly both to business and the Govern- 
ment. At least four Secretaries of the Treasury have criticized the excess- 
profits tax on these grounds. That determination of liability under 
the tax is difficult is illustrated by the fact that 5 years after repeal of the 
World War II excess-profits tax there still were over 25,000 cases in liti- 
gation between taxpayers and the Internal Revenue Bureau. 

2. By its very nature the tax produces inequities. In taxing as excess 
profits those earnings above 83 percent of the average in the base period it 
penalizes companies which had an unfavorable base period earnings record 
due to strikes, material shortages, newly starting business, product changes 
or any number of other reasons. It also produces inequity in failing to 
allow for great differences in risk with the result that the successful risky 
venture is penalized at the time it should be rewarded. So-called relief 
provisions often provide little or no relief to individual concerns. 

3. The damage to small-growing businesses caused by the excess-profits tax 
goes even deeped than stopping growth. Numerous cases came to light during 
the aforementioned Senate Small-Business Committee hearings and State cham- 
ber of commerce surveys showing that the excess-profits tax coupled with in- 
adequate depreciation allowances and inflationary prices precluded necessary 
replacement of equipment, to say nothing of expanding facilities. Continuation 
of this situation can only result in failure or sale of such businesses to larger 
concerns which have adequate financial resources to carry on. Thus the long- 
run effect of the tax is to foster monopolies. As the latest annual report of 
the Senate Small Business Committee pointed out. 

“Our tax policies seem to contradict implicitly or explicitly the Government’s 
operations in other fields. While Congress passes laws and appropriates funds 
for the strengthening and administration of antitrust and antimerger laws, 
present-day taxes seem to be prime motivators in erecting obstacles to healthy 
competition.” 


EXTENSION OF EXCESS-PROFITS TAX NOT JUSTIFIED 


The faults of the excess-profits tax are many—even more than are discussed 
in this bulletin. Whatever need there may have been for its use as an economic 
control measure certaimly no longer exists. As a net revenue producer its value 
is questionable. So, weighed in the balance, its continuation cannot be justified. 
But its expiration on June 30 will provide the eagerly awaited opportunity for 
American business to grow again and create the jobs needed by our increasing 
population. 





STATEMENT BY MIssoURI STATE CHAMBER OF COMMERCE ON EXTENDING THE 
Excess-Prorits Tax 


Any extension of the excess-profits tax inevitably would have a discouraging 
effect on the expansion plans of Missouri business. 

A survey of some, 2,200 small-business members made by the Missouri State 
Chamber last year, revealed that high taxes had caused 51 of these small busi- 
nesses to make cutbacks in expansion plans amounting to about $3,807,500 which 
meant the loss of an estimated 1,006% jobs for Missourians. This illustrates 
the effect which tax legislation can have on business. 

Certainly the psychological effect of even a so-called temporary extension of 
the excess-profits tax would be to shake business confidence. Tax sources which 
do not have such a discouraging effect on business expansion and new ventures by 
taxing efficiency should be relied upon to balance the budget if spending cannot 
be reduced sufficiently. 

We believe that expiration of the excess-profits tax on schedule will provide an 
incentive to business expansion, thus creating new jobs and markets. This in 
turn will increase revenue from other sources. 
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The Cuamman. Are there any questions? 

Mr. Jenkins. Mr. Chairman, I want to add something. Mr. Laylin, 
as he always does, has presented a very lucid and very satisfactory 
statement. I had a chance to read his statement in advance, and he 
dwells on this proposition which has been stressed by many about the 
$800 million. He indicates very clearly that that is not a definite, set 
figure, and certain conditions might cause it to fluctuate very severely, 
and that it is not a good, eae tenable argument for the continua- 
tion of this legislation. 

That is all, Mr. Chairman. 

The Cuarrman. Thank you very much. 

Mr. Layurn. Thank you, Mr. Chairman. 

Re: HAIRMAN. The next witness to be called at this time is Mr. Don 

. Mitchell, chairman of the board of Sylvania Electric Products, Inc. 

“Tf you will give your name, Mr. Mitchell, and the capacity in which 
you appear, and the names of your associates, for the record, we will 
be pleased to hear you. 


STATEMENT OF DON G. MITCHELL, CHAIRMAN, BOARD OF DIREC- 
TORS, SYLVANIA ELECTRIC PRODUCTS, INC., NEW YORK, N. Y.; 
ACCOMPANIED BY F. CLEVELAND HEDRICK, TAX COUNSEL, AND 
ALFRED C. BONI, CONSULTING ECONOMIST 


Mr. Mrreneta: Mr. Chairman and members of the House Ways and 
Means Committee, my name is Don G. Mitchell. I am chairman of 
the board of directors of Sylvania Electric Products, Inc. I appre- 
ciate your allowing me to come on ahead of those who were scheduled 
to come on ahead of me, and I appreciate their courtesy in agreeing 
to it, also. 

I have with me Mr. Hedrick, who is tax counsel for our company, 
and Mr. Alfred C. Boni, who is a consulting economist. 

My testimony is very short, in spite of the more or less voluminous 
material you have before you. Most of that is going to be requested 
by me to be put in the record, so we have ple nty of time before your 
adjournment. 

Sylvania Electric Products, Inc., the company of which I am chair- 
man, is one of America’s fastest growing television companies. I 
very much apprec iate the opportunity of appearing before you to 
give my views as to the desir: ability of extending the excess-profits 
tax law, and the facts of Sylvania’s situation under this law. 

Much has been said and much has been written about the excess- 
profits tax during the past few years, and especially during the past 
few months. The tax has rightfully been condemned by businessmen 
almost. universally and by officials of both the past and present ad- 
ministration. It had been condemned as vicious, discriminatory, 
and unfair, as feeding inflation, as fostering waste and inefficiencies 
and stifling growth. ‘T agree with all of this, Certainly such a tax 
should not be extended. 

Let me say at the outset that I am wholeheartedly convinced that 
it is necessary for the national budget to be balanced as soon as prac- 
ticable and it is especially necessary that we maintain a sound dollar. 
However, the last place where we should secure revenue for these. pur- 
poses is from the extension of a tax which is universally regarded as 
discriminatory and inequitable. We should not support the exten- 
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sion of such a bad tax even for a short period. The fact that it is 
applicable only to a relatively small percentage of corporate tax- 
payers does not justify extension. 

A principal inequity of the excess-profits tax is that it subjects tax- 
yayers in the same industry to widely differing degree of taxation. 
tinder the normal tax and the surtax, all competitors are treated 
substantially alike. Competitors are not treated equally under the 
excess-profits tax. Quite the contrary. Depending upon various 
fortuitous circumstances, Company A may very well bear a substan- 
tially heavier tax burden than Company B in the same industry. 

In any event, as is universally recognized, the excess profits tax 
bears most heavily on growth companies. These are the very com- 
panies which serve the national welfare in providing new jobs and 
opportunities in our expanding economy. The excess profits tax has 
made it increasingly difficult for these companies to carry out their 
function. 

Sylvania’s experience with the excess profits tax is one of the glaring 
examples of just how unfairly the excess profits tax can operate on 
competitors in the same industry and particularly on growth com 
panies. In Sylvania’s case, the discrimination is double barreled. 
Not only is Sylvania discriminated against as a member of the small 
group of corporate taxpayers bearing the heavy burden of the excess 
profits tax, but it is further discriminated against because of a tech 
nicality in the law. This technicality bars it from the use of the 
special growth formula credit available to other excess profits tax 
payers and especially to members of its industry. 

Sylvania is a leader in the fields of television, electronics, radio, 
and lighting. At present, Sylvania is 1 of the 2 largest television 
picture tube manufacturers. It is the second largest manufacturer of 
television and radio receiving tubes, as well as a substantial manu 
facturer of television sets and various parts for television. Its 36 
factories and numerous warehouses and sales offices provide employ 
ment for approximately 27,000 people in the following 20 State 
California, Georgia, Illinois, Iowa, Kansas, Maine, Massachuset! 
Michigan, Missouri, New Jersey, New York, North Carolina, Ohio, 
Oklahoma, Pennsylvania, Texas, Virginia, Washington, West Vir- 
ginia, and Wisconsin. The company’s policy of decentralization has 
brought substantial benefits to many communities. Generally, local 
plants are managed by local people. : 

I have some charts here which I would like your permission to show 
at this time, which show clearly the extremely discriminatory nature 
of the excess-profits tax law as applied to Sylvania. 

As the first chart, entitled “Comparison of Sylvania’s Effective Tax 
Rate With Those of Major Television Manufacturers” shows, Syl 
vania’s effective tax rate has been substantially higher than that ‘of 
any other major television manufacturer—which includes all those 
with sales in excess of $50 million. The chart deals with the years 
1950 and 1951, the only years for which complete published figures 
were available when the charts were prepared. In 1952, figures for 
which are now available, Sylvania’s earnings before taxes were sub- 
stantially down due to prolonged strikes in seven of the company’s 
factories. But even with this handicap, Sylvania still paid the highest 
effective tax rate of any of these companies, except two. Even in 1952, 
Sylvania’s effective tax rate was 414 percentage points higher than 
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the average effective tax rate of these companies. Furthermore, in 
the first quarter of 1953, Sylvania was back in top tax bracket. 

I might say in explanation, sir, that companies Nos. 1, 2, 3, 4, 5, 6, 
and 7, in 195i are not necessarily the same as companies 1, 2, 3, 4, 5, 6, 
and 7 in 1950, because some of them change their relative positions, but 
we have listed them so as to keep the order of the chart on the way 
down. 

The other chart, entitled “The Present Excess Profits Tax Law 
Discriminates Against Sylvania,” shows that Sylvania’s effective tax 

rate is also substantially higher than that of companies in other 
fields. This is so whether Sylvania is compared with the electrical 
machinery group of industries—of which it is a part—the durable 
goods manufacturing industries, or the nondurable goods manufac- 
turing industries. Sylvania paid out in taxes over 5 percentage points 
more of its profits in 1950 than the average of electrical machinery 
manufacturers, and nearly 4 percentage points more in 1951. 

The tax burden on Sylvania has been extremely heavy. It has 
borne a substantially heavier tax burden than its competitors. Con- 
sequently, its competitors have been able to finance more of their ex- 
pansion out of earnings than Sylvania has. 

Even though Sylvania has set aside as much of its profits as possible 
to finance its growth, the profits retained after taxes have proved in- 
adequate to kee »p it abreast of expanding developments in the electron- 
ics industry. New products and processes have been developed in this 
fast-growing industry, many of them in Sylvania’s own laboratories. 
These have created many opportunities for expansion. Although 
Sylvania has expanded, it has also been compelled to pass up many 
opportunities for further growth. 

While the excess-profits- tax law is by its very nature discrimina- 
tory, in the case of Sylvania it - doubly discriminatory. Because of 
the peculiar application of the law, Sylvania does not benefit from 
the growth formula under which many of its competitors in the tele- 
vision industry—set manufacturers and their suppliers—are allowed 
to compute their excéss-profits taxes. 

You will recall that when the excess-profits-tax law was originally 
passed, Congress determined that it would be unfair to tax television 
companies on the basis of their earnings for the years 1946 through 
1949 alone. This recognized the fact that most television companies 
experienced their growth toward the end of this base period and 
thereafter. Congress, therefore, incorporated into the law for the 
benefit of the television companies, section 435 (e) (1) (B), which 
permits them to determine their credit on the basis of 1949-50 
earnings. 

Sylvania has been the very type of fast-growing television company 
for which Congress intended the grow th formula provisions. Actu- 
ally, as the sec ond chart shows, Sylvania is one of the fastest growing 
television manufacturers. During the years 1946 through 1950, its 

sales of television picture tubes, the heart of the television set, increased 
almost 4,000 times—4 times as fast as the industry. - Sylvania i is 1 of 
the 2 major television tube manufacturers. It markets approximately 
20 percent of television picture tubes sold in the United States. 

The chart also shows that according to most other tests, Sylvania 
has grown more rapidly than the television industry. This is true 
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whether you. measure growth by production capacity, employment, 
total sales, or, as stated, picture tubes sold. 

Sylvania would qualify for the growth formula on the basis of its 
own experience, if it were permitted to do so. The present law, 
however, does not permit Sylania to qualify on the basis of its own 
experience because it liquidated two subsidiaries prior to January 1, 
1951. The present law, strangely enough, would permit Sylvania 
to qualify on the basis of its own experience if the liquidations had 
occurred on or after January 1, 1951, or if the liquidations had not 
oceurred at all. Sylvania, however, is required to consolidate its own 
experience with that of two subsidiaries which were liquidated early 
in 1950. Such consolidated experience barely misses the growth tests 
of section 485 (e) (1) (B). 

After the liquidations, Sylvania operated the businesses acquired 
trom the subsidiaries as separate going business units with adequate 
separate records. ‘The experience of Sylvania can be segregated after 
the liquidations just as easily as before the liquidations. Under these 
circumstances, there seems no conceivable reason why Sylvania should 
be penalized, and why it should not be permitted to qualify on the 
basis of its own experience. Undoubtedly, if the draftsmen of the 
excess-profits tax law had contemplated a case such as Sylvania’s, they 
would have provided for it. I would like to point out, Mr. Chairman, 
that even if the relief we are requesting is granted, Sylvania would 
still pay, for 1950 and 1951, a higher rate of tax than any of its major 
competitors. 

Therefore, in addition to our recommendation that the excess-profits 
tax not be extended, we strongly urge that the excess-profits tax law 
should be amended retroactively for all years to which it applied so as 
to permit an acquiring corporation, such as Sylvania, to determine 
whether it is eligible for the benefits of the growth formula on the basis 
of its own experience, both before and after the liquidations of 
subsidiaries. 

We have drafted a proposed amendment to section 462 of the excess- 
profits tax law which we believe will correct the discrimination which 
I have described. I would appreciate, Mr. Chairman, your making 
the charts, this proposed amendment, and its supporting memorandum, 
part of the record. 

That concludes my statement, Mr. Chairman. If there are any 
questions, I will be more than happy to try to answer them. 

Mr. Jenkins. With reference to these charts, I think they are print- 
able. We cannot carry all kinds of charts in the record. 

Mr. Mircuect. It is the reproductions which I would like to make a 
part of the record, please, sir. 

Mr. Jenxins. I think we can. Without objection, it will be so 
ordered. 

Any questions ‘ 

The suggestion has been made by the gentleman from Pennsylvania 
that it might be that you would find it to your advantage, in case we 
cannot print them all, to take out the most salient sections that you want 
to produce. I suggest you talk with the representative from the 
Government P1 inting Office, Mr. Glenn Johnson. Our secretary there 
can put you in contact with him before you leave. 

Mr. Mrrcnett. I will do that. 
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Mr. Jenkins. So you might have your statement the way you want 
it as near as we can under the rules. 

Mr. Mircuetyt. Thank you, sir. 

Mr. Jenkins. Any other questions? 

Mr. Eseruarrer. He has been a very good witness. 

You make a very strong case here. 

Mr. Jenkins. Thank you very much, Mr. Mitchell. 

(The documents submitted by Mr. Mitchell follow :) 
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THE PRESENT EXCESS PROFITS TAX LAW 


DISCRIMINATES AGAINST SYLVANIA... 


SYLVANIA GREW FASTER THAN OTHER TELEVISION COMPANIES 
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PRESENT PROVISIONS OF Excess-Prorits-Tax LAw DENYING USE oF GrowTH 
FORMULA SEVERELY DISCRIMINATES AGAINST SYLVANIA ELEctTRIC Propucts, 


The excess-profits-tax law severely discriminates against Sylvania Electric 
Products, Inc., one of the fastest-growing television manufacturers, and places 
it in a most unfair competitive position in its industry. The case of Sylvania 
is a glaring example of the inequities caused by the excess-profits-tax law. 
Sylvania’s television competitors are entitled to compute their excess-profits 
credit under the growth provisions of section 435 (e) (1) (B) of the Internal 
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Revenue Code, Our company, however, is denied the use of these growth provi- 
sions, though its sales of television picture tubes increased almost 4,000 times 
between 1946 and 1950 (4 times as fast as industry tube sales). This discrimi- 
nation results because Sylvania is required to consolidate its own experience with 
that of two subsidiaires which were liquidated in 1950. Such consolidated 
experience barely misses the growth tests of section 4385 (e) (1) (B). 

The subsidiaries were liquidated in the early part of 1950 prior to Korea and, 
of course, prior to any consideration of the excess-profits-tax law. Under the 
present tax law, as’more fully explained below, Sylvania is unable to qualify for 
the growth provision on the basis of its own experience because it liquidated 
its subsidiaries prior to the end of 1950, whereas it would have been permitted 
to qualify for the growth provision if the liquidation had occurred on or after 
January 1, 1951. The unjutified discrimination caused by this technicality 
against Sylvania can be removed by an amendment to section 462 (c) of the 
Internal Revenue Code, permitting Sylvania to determine eligibility on the basis 
of its own experience from the adequate separate records it maintains. Appendix 


, 


2 contains a draft of a proposed code amendment to accomplish this result 


THE PRESENT EXCESS-PROFITS TAX GROSSLY DISCRIMINATES AGAINST SYLVANIA 


Without benefit of the growth formula under which other leading firms in the 
television industry (set manufacturers and their suppliers) compute their excess 
profits taxes, Sylvania’s effective tax rate exceeds that of any other major 
television manufacturer. It is greater also than the average effective tax rate 
of companies operating in other industries. The extent of the disparity between 
Sylvania’s actual tax burden and that of other companies is glaring—whether 
the comparison is confined to television manufacturers or extends to the average 
taxpayer in other industries. 

The best measure of a company’s Federal income (and profits) tax burden 
is the proportion of income before taxes that these levies absorb. The following 
table and the attached chart 1 compares Sylvania’s 1950 and 1951 experience 
in this respect with that of (a) 25 other television manufacturers (every tele 
vision manufacturing company for which financial statements are available) 
and (b) its major competitor in this field, separately. 


Effective tax burden, Sylvania and other television manufacturing companies 


1950 1951 


Percent Percent 
Sylvania Electric Products, Inc 57.2 68. 4 
A verage of 25 television companies 51.8 62. 6 
Radio Corporation of America 52.3 51.6 


Source: Derived from company data, Moody’s Investment Service and Standard & Poor’s Corporation 
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SYLVANIA ELECTRIC PRODUCTS, INC, 


EFFECTIVE TAX RATES FOR SYLVANIA ELECTRIC PRODUCTS, INC, AND 
OTHER TELEVISION MANUFACTURING COMPANIES 


1950 AND 1951 
Per Cent 
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These figures demonstrate dramatically that both in 1950 and 1951 Sylvania’s 
effective tax burden was substantially greater than that of other television manu- 
facturing companies. Indeed, in 1951 the disparity increased, raising Sylvania’s 
effective tax burden to a level some 10 percent higher than the group average and 
almost a third again higher than that of Radio Corporation of America, the 
colipany with the biggest stake in our industry. 

In chart 2 Sylvania’s effective tax burden in 1950 and 1951 is compared with 
that of the average tax burden of companies in (a) the electrical machinery 
group of industries of which Sylvania is also a part, (b) durable goods manu- 
facturing industries, and (c) nondurable goods manufacturing industries. In 
both years income and profits taxes took a greater proportion of Sylvania’s 
income than they did of corporate income in any of these industry groups. 
Sylvania paid out, on account of these taxes, over 5 percentage points more of its 
profits in 1950 than the average of the entire group of companies classified as 
electrical machinery manufacturers and nearly 4 percentage points more in 1951. 

Instead of obtaining the allowances accorded other growth companies, Sylvania 
has seen its profits unfairly taxed away. Consequently it has been deprived in 
substantial part, of the resources necessary to its continued growth, while its 
competitors have been enabled to finance continued expansion out of tax savings 
realized under the growth formula 
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The following section will show that notwithstanding its technical disqualifi- 
cation to get the advantage of the growth formula, Sylvania is truly a growth 
company as envisaged by the law. 

SYLVANIA ELECTRIC PRODUCTS, INC, 


BFPSCTIVE TAX RATES FOR SYLVANIA ELECTRIC PRODUCTS, INC,, THE SLECTRICAL 
MACHINERY INDUSTRY, AND THE DURABLE AND NON-DURABLE GOODS MANUFACTURING INDUSTRIES 


1950 AND 1951 
Per Cent 


GBS yi vania Electric Products,Ine 
EGF ie ctrical Machinery Industry 


EBgppurenie Goods Manufacturing 
Industry 


Bon-Durgbje Goods Manufac- 
turing Industry 





1950 1951 


Source: Derived from: 
Company Deta; United States Department of Commerce. 
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SYLVANIA IS ONE OF THE FASTEST GROWING TELEVISION COMPANIES 


Sylvania’s character as a television company comes from its manufacture and 
sale of television tubes and parts. Sylvania’s separate experience shows that it 
has had tremendous growth, particularly in the television field, which is not 
reflected in its present excess profits tax credit. Sylvania itself did not engage 
in the manufacture of television sets prior to the 1950 liquidations. One of its 
subsidiaries (Colonial Radio Corp.) was engaged in such set business only to a 
limited extent and its experience was not typical of the industry. The other 
subsidiary (Wabash Corp.) was not engaged in any phase of the television 
business. Hence Sylvania’s own growth was obscured in the process of consoli- 
dation of its experience with that of its subsidiaries, as required by section 462 
(c) of the code. Through much of the base period, as at present, Sylvania has 
been one of the leaders in the television industry and, therefore, the type of 
company for which section 485 (e) (1) (B) of the Internal Revenue Code, deal- 
ing with eligibility for the growth formula by reason of sale of new products, 
was designed to give relief. Sylvania is now, and for some time has been, 1 of 
the 2 largest television tube manufacturers. It markets approximately 20 per- 
cent of the television picture tubes sold in the United States and is a leader in 
the radio and electronics fields. Sylvania is also a leader in the manufacture 
of lighting 
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EVIDENCE OF SYLVANIA’S GROWTH 


Under the various measures of the company’s growth, Sylvania experienced a 
more rapid growth in the 13 years ending in 1950 than manufacturing industry 
in general, and even than the rapidly growing television industry. 

1. Growth in sales volume 

On chart 3 are plotted indices (1938100) of (a) Sylvania’s annual sales (ex- 
cluding the Wabash and Colonial Corps. and divisions) during this period, (b) 
those of the 21 television companies (out of the group of 25) publishing such 
data,’ (c) those of manufacturers in the electrical machinery group of companies, 
and (d) those of all manufacturing companies. Significantly, Sylvania’s sales 
rose twice as rapidly between 1938 (a cyclical trough of business activity) and 
1950 as did those of the group of 21 television manufacturing companies, and 
likewise twice as fast as did those of all manufacturers classified in the electrical 
machinery group of industries. 

2. Growth in physical output 

But even this contrast does not tell the full story. Congress had in mind pri 
marily safeguarding from undue excessive taxation the normal profits resulting 
from expansion of the sales of new products. The most novel, as well as the most 
important, single component of a television set is the picture tube. Gaged by 
production of picture tubes, Sylvania’s growth was more spectacular, even than 
that of the industry asa whole. Between 1946 and 1950 Sylvania’s unit sales of 
picture tubes skyrocketed, the number sold in the latter year being close to 
4,000 times greater than unit sales 4 years earlier. In contrast, the industry’s 
total sales of picture tubes increased an estimated 930 times, and production 
of sets less than 1,200 times, or only a third as fast as the rise in Sylvania’s tube 
sales. (See chart 4.) 





1Four companies of the sample of 25 listed in appendix 1 do not publish sales data for 
the full period. These companies are Emersen Radie & Phonograph Corp., Motorola, 
Inc., Packard-Bell Co., and the Magnavox Co. 
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8. Growth in employment 


Another measure of Sylvania’s growth is its employment record. As the follow 
ing table (and chart 5) shows, the rise in average employment (number of em 
ployees) at Sylvania’s plants was 10 percent greater than that in the electronic 
tubes ‘branch of the industry, where the rise surpassed that in any other ‘eld 
of manufacture. 


SYLVANIA ELECTRIC PRODUCTS, INC. 


PERCENTAGE INCREASE FROM 1939 TO 1950 IN EMPLOYMENT 
FOR SYLVANIA ELECTRIC PRODUCTS, INC. AND SELECTED INDUSTRIES 


All Maenufac- 
turing 


Electrical 
Machinery 


Communication 
Equipment 


Electronic 
Tubes 


Sylvania 
Electric 
Products, Inc, 


100 150 
Percentage Increase 


Source: Derived from: 
Company Data; United States Department of Commerce. 
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BONI, WATKINS, MOUNTEER & CO 
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Percentage increase in employment,’ 1939 to 1950 
Percen 


Sylvania Electric Products, Inc__.._..._____-__-___- 288. 0 
epetronie-tebe “Gnesi et tea 260. 3 


Communications-equipment industry__.___--___- . ; y .~ 230. 5 
Electrical-machinery industry__...._._._...____--- Pt 144.6 


All manufacturing industries si Use 2 . MOOD a 


1Sylvania’s employment reflects total wage and salary workers excluding employees of 
Colonial and Wabash. The other industry data reflect employment of production workers 
only, since total employment figures are not available for 1939. Therefore, this measure 
of Sylvania’s growth is minimal because (a) it is practically certain that Sylvania’s produc 
tion staff increased faster than its clerical and executive forces, and (b) the data includes 
that of Sylvania’s entire operations and not tubes alone 


Source: Derived from company data, census of manufacturers, 1950 
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4. Growth in Capacity 


By still another test, Sylvania’s rate of growth exceeded that of ‘the industry 
by a wide margin. This test relates capacity reflected in gross investment in 
plant and equipment at the beginning of 1950 with capacity at the beginning of 
1947. In these 3 years, Sylvania added approximately 10 million to its gross 
plant and equipment account, an increase of 65 percent, which compares with an 
addition of only 45 percent for 24% other television manufacturing companies 
publishing such data. Over the decade of the 1940’s Sylvania increased its gross 
investment in plant and equipment 814 times, while 15° television companies of 
the group of 24 increased less than 3 times. (See chart 6.) 


SYLVANIA ELECTRIC PRODUCTS, INC. 


GROSS VALUE OF PLANT AND EQUIPMENT FOR SYLVANIA ELECTRIC PRODUCTS, IWC, 
AND FOR 15 TELEVISION COMPANIES 


1940 - 1950, INCLUSIVE 
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Source: Derived from: 


Company Data; Moody's Investment Service and 
Standard and Poor's Corporation. 
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All the evidence, therefore, indicates faster growth of Sylvania than of any 
comparable group of companies or branch of industry. Indeed, Sylvania’s rate of 
growth exceeded that of the whole television group for whose relief the growth 
formula was actually designed. 

The company’s continued growth is intimately related to, indeed integrally 
dependent on, its ability to retain, after taxes, a sufficient part of its earnings at 
ence to provide for reinvestment on a substantial scale and to attract new money 
from investors by maintaining dividend disbursements at a fair rate on its out- 
standing equity securities. One reason, probably the main reason, for its success 
in attracting new funds in the past has been its excellent profits and dividend 
record. Failure to maintain its record of profitability and growth would impair 
its competitive position and ultimately reduce its borrowing power and the 
attractiveness of its securities. The development of television manufacturing 
capacity requires a steady supply of additional capital because of the rapid 
changes that are taking place in that field. 

2 Motorola, Inc., is not included in this tabulation since data is not available. 

* Admiral Corp., Aerovox Corp., Emerson Kadio & Phonograph Corp., Hoffman Radio 
Corp., International Resistance Co., the Muter Co., Packard-Bell Co., Sprague Electric 
Co., and Wells-Gardner & Co. are not included since data is not available. The gross 


plant and equipment of the 15 companies represents 97.8 percent of the total for the 24 
companies in 1950 
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Under the technical provisions of the growth formula in the law as it now 
stands, the excess-profits tax, in application to Sylvania Electric Products, Inc., 
takes a palpably discriminatory share of the company’s profits arising from its 
persistent, dynamic expansion in response to the spectacular postwar growth of 
the market for civilian electronics products. 


GROWTH PROVISIONS OF THE EXCESS-PROFITS TAX LAW 


An understanding of the inequitable nature of the statutory limitations which 
prevent the company from using the growth formula requires a brief review of 
the statutory provisions dealing with growth and corporate liquidations. Gen- 
erally speaking, a corporation may determine its eligibility to use the growth 
formula under either section 485 (e) (1) (A) or section 435 (e) (1) (B) of the 
code. Only the (B) requirements will be discussed herein, as Sylvania does not 
qualify under (A) due to the fact that its total assets at the beginning of its 
base period exceeded $20 million. 

Section 435 (e) (1) (B) provides that a corporation may use the growth for- 
mula for computing its excess profits credit (a) if its net sales for the first 6 
months of 1950, when multiplied by 2, equals or exceeds 150 percent of its 
average net sales for the calendar years 1946-47; (0) if 40 percent or more of its 
net sales for the calendar year 1950 is attributable to a product, or the com- 
ponent of a product, of a kind not generally available to the public prior to 
January 1, 1946; * and (c) if its net sales of such products or components in 1946 
was 5 percent or less of its net sales of such products or components in 1949. A 
calendar-year corporation meeting these tests may, under section 435 (e) (2), 
use 50 percent of its 1949 earnings plus 40 percent of its 1950 earnings as a base 
for its excess-profits credit. 

During the base period, Sylvania’s wholly owned subsidiary, Colonial Radio 
Corp., operated a separate going business unit at Buffalo, N. Y. In 1948 Colonial 
started the manufacture of television sets and in 1949 it manufactured the first 
television sets under the Sylvania brand name. Sylvania also had a wholly 
owned subsidiary, Wabash Corp., which operated a separate going business unit 
for the manufacture of photoflash bulbs and other lamp products, first at Brook- 
lyn, N. Y., and later at Montoursville, Pa. 

On January 31, 1950, Colonial was completely liquidated into Sylvania in a 
tax-free transaction pursuant to the provisions of section 112 (b) (6) of the 
Internal Revenue Code. On May 1, 1950, Wabash was also completely liqui- 
dated into Sylvania in a tax-free liquidation under section 112 (b) (6). Follow- 
ing the liquidations and throughout the remainder of 1950 and up to the present 
time, Sylvania continued to operate the businesses of these subsidiaries as sepa- 
rate going business units and has maintained adequate and separate records 
with respect to such units. The business of Colonial Radio Corp. has been oper- 
ated as a separate going business unit at its customary location, Buffalo, N. Y. 
The business of Wabash Corp. has been continued as a separate going business 
unit at Montoursville, Pa. 

Where a company was involved in tax-free liquidations after the beginning of 
its base period, its computation of excess-profits credit based on the growth 
formula must be determined pursuant to the provisions set forth in part II of 
subchapter D, which is composed of sections 461-465 of the code. A parent 
company in such a tax-free liquidation is an acquiring corporation under section 
461 (a) (2) and its right to use the growth formula on either a combined or 
individual basis is governed by section 462 (c). The company which is liqui- 
dated is, also under section 461, considered to be a component corporation. 

The rules relating to use of the growth alternative of section 435 (e) (1) (B) 
by a corporation which has liquidated its wholly owned subsidiaries in a part II 
transaction (tax-free under sec. 112 (b) (6) for example) are found in 
section 462 (c) (1) as modified by section 462 (c) (3). These rules may be 
summarized as follows: 

1. Where the part II transaction occurred on or after January 1, 1951, the 
acquiring corporation may disregard entirely the experience of the component 
corporations and qualify for the growth alternative of section 436 (e) (1) (B) 
on the basis of its own experience.* 


* Television sets and components are such products or components. Excess-Profits Tax 
Act of 1950—Conference Report (H. Rept. No. 3231, 81st Cong.), p. 15. 

5 At the election of the taxpayer, the average base period net incomes of the subsidiaries 
(components) computed under the general average method of sec. 435 (d) may be added 
to the growth average of the parent. Sec. 462 (c) (1) (C) and sec. 462 462 (c) (3). 
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2. Where the part II transaction eccurred prior to January 1, 1951, the acquir 
ing corporation may not, under any circumstances, disregard the experience of 
its component corporations and separately qualify for the growth provisions of 
section 435 (e) (1) (B) on the basis of its own experience. 

If Sylvania had liquidated its subsidiaries on or after January 1, 1951, rather 
than before, it would be permitted to determine its eligibility for the growth 
formula without reference to the net sales of these subsidiaries. Because of the 
fact, however, that Sylvania liquidated its two subsidiaries prior to January 1, 
1951, it is denied the right to establish eligibility for growth on the basis of its 
own net sales and it is forced to determine eligibility on a combined basis or 
not at all. 

Sylvania is unable to qualify for the section 435 (e) (1) (B) growth formula 
when its experience is joined with that of Colonial and Wabash. Colonial’s 
business underwent a substantial change in character during the past period and 
its sales in the first 6 months of 1950 were not sufficiently improved to show the 
kind of growth required by section 4235 (e) (1) (B). Wabash was not engaged 
in the television business and therefore could not be expected to have the required 
srowth experience 

Since separate going business units and adequate separate records were main 
tained for the businesses of Sylvania and its two liquidated subsidiaries for the 
full year of 1950, it is possible to determine whether the business of Sylvania 
alone meets the growth tests of section 435 (e) (1) (B). Sylvania’s records 
show that on the basis of its own experience it will meet all of the growth tests 
of section 435 (e) (1) (B). 

As has been mentioned, an acquiring corporation in a part II transaction 
occurring after December 31, 1950, has the option to establish its eligibility for 
use of the growth formula by reference to its own experience. This option does 
not apply when the transaction occurred prior to January 1, 1951 Undoubtedly, 
some such limitation may be necessary to prevent unwarranted qualification for 
relief as in the case where a corporation showed no true growth but met the 
eligibilty requirements simply because it acquired properties from another 
corporation in a tax-free transaction prior to January 1, 1951. However, in the 
ubsence of any circumstances which would result in unwaranted qualifieat 








‘ation, 
double benefits, etc., there is no justifiable reason why the mere act of liquida 
tion should, per se, be sufficient to disqualify a corporation from benefits other 
wise obtainable, where it meets the growth requirements on the basis of its own 
experience, both before and after the liquidation 

RECOM MENDED SOLUTION 


It is submitted that the purpose of preventing taxpayers involved in part II 
transactions from unwarrantedly establishing eligibility for growth can be 
accomplished without penalizing an acquiring corporation which qualifies for 
growth formula relief on the basis of its own experience except for the fact 
that it liquidated a subsidiary at a time when it could not conceivably have 
known that such liquidation would affect its excess-profits-tax situation. This 
inequity could be eliminated by allowing an acquiring corporation to determine 
its eligibility on the basis of its own experience both before and after the part I 
transaction occurred. This, of course, would require a segregation of the tax- 
payer's own Sales after the transaction but this would not appear to present 
any serious administrative problem and such allocations are by no means novel. 

Congress, on several oecasions, has recognized the feasibility of determining 
separately the operating results of different businesses of the same taxpayer. 
Thus, paragraph (6) of section 462 (i) deals with the allocations of earnings 
experience where only part of the assets of a corporation are acquired by another 


® Sylvania has properly excluded the amount of mannfacturers’ excise tax “passed on” 
to its customers from the total amount used as the base to determine “net sales’ for the 
purposes of sec. 435 (e) (1) (B) Sylvania followed a consistent practice throughout 
the base period and in 1950 of keeping separate records of such amounts of excise tax and 
has never treated such amounts as proceeds from the sale of its products in its income 
tax returns. It has merely acted as a collection agent for the Federal Government If 
such amounts were to be included in the “net sales’? computations, a severe distortion 
would result due to the fact that no excise tax was applied to television until late in 
1950, but such taxes were applied to other products at higher rates throughout 1950, with 
the result that Sylvania’s television sales in 1950 might be reduced below the 40 percent 
required by sec. 435 (e) (1) (B) (ii) Sylvania does not believe that Congress intended 
that such taxes must be included in the “‘net sales” computation. However, to eliminate 





any question in this regard its recommended statutory change contains a clarification of 
the matter (See Appendix 2.) 
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corporation, and the Commissioner has adopted regulations in connection there- 
with which set a workable formula.’ Moreover, under section 459 (da), which 
deals with the alternative average base period net income for television broad- 
casting companies, Congress has acquired the segregation of income and deduc- 
tions and losses between the taxpayer's television broadcasting, radio broad- 
casting, and other businesses, though, generally speaking, no such precise 
segregation was made in the accounts of broadcasting companies during the base 
period. The most recent recognition of the principle is embodied in provisions 
of paragraphs (18) and (19) of section 433 (b) which were added by section 4 
of Public Law 594, 82d Congress, approved July 21, 1952, and which permit an 
adjustment for base period losses from branch operation. 

Sylvania has continued to operate the business of its components as separate 
going business units since liquidation and has maintained adequate and separate 
records and financial statements. Under such circumstances it would appear 
comparatively simple to determine that Sylvania itself has the requisite experi- 
ence for qualification under the growth provisions of section 435 (e) (1) (B) 
without regard to the part II transaction. The proposed amendment to section 


162 (c) set forth in appendix 2 hereof would accomplish this result. 


SYLVANIA Evectric Propucts, INc., 
Don G. MIrcHELL, Chairman of the Board. 
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SYLVANIA ELECTRIC PRODUCTS, INC. 


Companies included in the television group: 


Admiral Corp. The Muter Co 

Aerovox Corp. Packard-Bell Co. 
Cornell-Dubilier Electric Corp. Philco Corp 

Du Mont (Allen B.) Laboratories, Inc. Radio Corporation of America 
Emerson Radio & Phonograph Corp. Raytheon Manufacturing Co. 
General Electric Co. Sangamo Electric Co. 

The General Industries Co. The Sparks-Withington Co. 
General Instrument Corp. Sprague Electric Co. 
Hoffman Radio Corp. Stromberg Carlson Co. 
International Resistance Co. Wells-Gardner & Co. 

The Magnavox Co Westinghouse Electric Corp. 
Mallory (TP. R.) & Co., Ine. Zenith Radio Corp. 


Motorola, Ine 


APPENDIX 2 
PROPOSED AMENDMENT TO SECTION 462 (C) 


The attached proposed amendment to section 462 (c) (3) (to be effective for 
taxable years ending after 1950) would permit the acquiring corporation in a 
part IT type liquidation of subsidiaries which occurred during the year immedi- 
ately preceding Korea, to disregard the experience of such subsidiaries (both 
before and after the transaction) in determining eligibility for the use of the 
growth method of computing excess profits credit under section 485 (e) (1) (B). 
The amendment accomplishes this result by making the following adjustments 
to the sales figures of the acquiring corporation : 

1. Subparagraph (A) eliminates any sales of products manufactured by a sub- 
sidiary which may have occurred prior to the part II transaction and separates 
out the former business of the subsidiary for the period after the transaction. 

2. Subparagraph (B), on the other hand, provides for adjustments with respect 
to sales made by the acquiring corporation to the subsidiary. The effect of these 
adjustments is to treat the business of the subsidiary as having continued on a 
separate basis after the part II transaction and to treat transfers (after the 
transaction) of the acquiring corporation’s products for use in business acquired 
from the subsidiary in the same manner as sales of such products between the 
acquiring corporation and the subsidiary were treated prior to the date of the 
transaction. 


7 Regulation 130, sec. 40.462—9 (b) (ii): “The alternative rule of allocation shall only 
be available where the transferred assets and the retained assets each constitute, at all 
times involved in such allocations, a going business unit for which adequate and separate 
records were mamtained.” 
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Subparagraph (C) contains clarifying language with respect to the relation- 
ship between net sales and the Federal excise taxes which the acquiring corpora- 
tion may have paid with respect to sales which are used as a measure of growth. 
In order to remove any doubt as to whether such Federal excise taxes are to be 
included in the computation of net sales, provision is made for their definite 
exclusion. 

A BILL To amend Section 462 of the Internal Revenue Code 


Be it enacted by the Senate and the House of Representatives of the United 
States of America in Congress assembled, That section 462 of the Internal 
Revenue Code (relating to use by acquiring corporations of alternative average 
base period net income based on growth) is amended (effective for taxable years 
ending after June 30, 1950) by adding two new sentences at the end of sub- 
section (c) (38) as follows: 

“Notwithstanding any other provisions of this subsection, where the transac- 
tion occurred on or after July 1, 1949, and prior to July 1, 1950, such acquiring 
corporation shall, in the alternative, be eligible for the benefits of section 435 (e), 
without reference to the recomputation of its excess profits net income provided 
in section 462 (b), if it meets the requirements of section 435 (e) (1) (B) after 
the following adjustments have been made to its net sales (as defined in the 
second sentence of section 435 (e) (1) (B) (iii): 

(A) There shall be excluded net sales (either before or after the date of the 
transaction) attributable to the products manufactured by any component cor- 
poration on or after July 1, 1949, and prior to the date of the transaction or to 
the same products manufactured by the acquiring corporation after the date of 
the transaction in carrying on the business acquired from the component cor- 
poration ; 

(B) There shall be included (i) net sales attributable to products manufac- 
tured by the acquiring corporation and sold to any component corporation prior 
to the date of the transaction and (ii) the net sales value of the same products 
manufactured by the acquiring corporation (either before or after the date of 
the transaction) and shipped, after the date of the transaction, for use in the 
business acquired from that component corporation; and 

(C) There shall be excluded the amount of Federal excise taxes paid or in- 
curred by the acquiring corporation with respect to net sales made either before 
or after the date of the transaction. 


Effective tax rates for Sylvania Electric Products, Inc,., the electrical machinery 
industry, and the durable and nondurable goods manufacturing industries, 
1950 and 1951 


ss - ; : 
1951 
Ee ee nee 
Net > | Net 

} . 1.2 
income | Income oe | income | Income 
oe before taxes 


| before taxes | 79\.2/1) 
taxes | (2)+() | taxes | 
| 


(3) (4) (5) 


| Effective 
| tax rate 
(5)+(4 


(1) (2) 


(6) 





| 


| | 
Mil. dols. | Mil. dols. Percent | Mil. dols. | Mil, dols.| Percent 
Sylvania Electric Products, Inc 19 } 159.52 | 26 18{ 170.07 
Electrical machinery industry | 1, 491 93 | 53.19 1, 563 1,040 | 
Durable goods manufacturing industry: | | | 
Total | 13, 213 | , 478 dint 14, 540 9, 005 
Average | 1, 321 5 49. 05 1, 454 900 
Nondurable-goods-manufacturing indus- | 
try: | | 
Total . 549 , 63! 11, 838 6, 544 |_. 
Average. - - , 05! 5 43. 98 1, 184 654 | 








1 Income and tax figures have been rounded to the nearest million. Percentages were computed from 
unrounded figures. 


Source: (1), (2), (4), and (5) Sylvania Electric Products, Inc., company data. Others: U. 8. Depart- 
ment of Commerce, Office of Business Economics, Survey of Current Business, July 1952, p. 19. 


Nore.—Income taxes include both Federal and State taxes. State taxes paid by Sylvania have been 
added back to both net income before taxes and income-tax liability to make its figures comparable to 
those reported by the U. 8. Department of Commerce. 
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Indexes of sales of Sylvania Electric Products, Inc., all manufacturing com 
panies, electrical machinery companies, and 21 television companies, 1938-50, 
inclusive 

[Indices: 1938 = 100] 


Sylvania Electric All manufacturing Electrical-machinery 21 television 
Products, Inc companies companies companies 


Million 
dollars 


Million 
dollars 


Million 


dollars 


Thousand 


dollars Index 


Index Index Index 


(3 (5 


1938 . . $8, 100 $50, $1, 565 $641 | 100.0 
1939__- a 138 57, ‘ 1,844 114 
1940 _. ‘ 181. 65, 3 2, 462 57.3 146 
1941 ; 260. § 92,023 ( 3, 747 4 , 453 226. 7 
1942. | 33, 408. 116, 278 : 5, 022 : 72 292 
1943 _ | , 758 141, 930 283 6, 585 5 434. 5 
1944__. | 84,655 | 1,038; 150, 960 8,012 { 3, 25: 507.5 
1945... 3, 969 1, 152.6 138, 725 77.5 7,070 51.8 2, 962 462. 
1946. - | 656,071 687 136, 906 : 5 | 5, 488 7 . 284. ¢ 
1947 | 5, 764 806. 6 177,777 | 355 21 52 3 ( 477 
1948 | 071 859. ! 197, 115 é , 918 < | 568 
1949... } 83,109 | 1,019. 184, 479 368.7 | , 285 A 3, 56S 


1950 _. 124, 527 1, 527. 4 215, 717 431.2 284 & 719. 3 


1 Excludes sales of the Colonial Radio and Wabash Corps. and divisions 

Source: (1) Company data; (3) and (5) U. 8. Department of Commerce, Office of Business Economics, 
1938-48: National Income, 1951 ed., pp. 190-191; 1949-50" Survey of Current Business, July 1952, p. 2: 
(7) Moody’s Investment Service, Moody’s Manual of Investments, Industrial Securities, Standard & 
Poor’s Corp., Corporation Records. 


Percentage increase from 1946 to 1950 in sales of picture tubes for Sylvania 
Electric Products, Inc., and the picture-tube industry and production of tele- 
vision sets for the television industry 


SALES OF PICTURE TUBES 


Percentage 
increase 


1946 


(1) Sylvania Electric Products, Ine 306 215, 452 397, 107 
(2) Picture-tube industry : 9, 682 9, 000, 000 92, 856 


PRODUCTION OF TELEVISION SETS 


(3) Television industry - -- a : | 6, 476 7, 463, 800 115, 153 

= as | ‘ ae ‘ee 
Source: (1) Company data; (2) 1946: Derived by multiplying the number of television sets produced in 
1946 by the ratio of total shipments (and interplant transfers) of cathode-ray picture tubes in 1947 to the 
number of television sets produced in 1947, Cathode-ray-tube shipments are reported in the Census of 
Manufactures, 1947; television-set production is reported by the Radio Television Manufacturers Asso- 
ciation. 1950: Radio-Television Manufacturers Association’s report of television sets sold adjusted upward 
to reflect the sales of companies not reporting to the association; (3) Radio-Television Manufacturers Asso- 
ciation. 


Gross value of plant and equipment for Sylvania Electric Products, Inc., and 
for 15 television companies, 1940 to 1950, inclusive 


Sylvania Elec- 
tric Products, 
End of year Ince. 


15 television 
companies 


1940... $4, 360, 930 | 

1941 . 50, 030 

1942... , “ “ 6, 150, 704 

1943. . .- ‘ . | 7, 278, 887 

1944 8, 239, 032 5 
1945... 9, 869, 837 694, 866, 
1946 15, 423, 242 | 823, 831, 
1947 _. 18, 107, 221 961, 347, 
1948 21 7.103 1, 105, 138, 257 
1949 | 25,521,868 | 1,188,849, 
1950 


35, 991, 305 | 1,267, 793, 


Source: (1) Company data; (2) Moody’s Investment Service, Moody’s Manual of Investments, Indus- 
trial Securities; Standard & Poor's Corp., Corporation Records. 
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Mr. Jenkins. The committee will stand adjourned until 1 o’clock. 
(Whereupon, at 12 noon, a recess was taken until 1 p. m., of the 
same day.) 


AFTERNOON SESSION 


Mr. Mason (presiding). The committee will come to order. We 
will continue the hearings on the President’s request for the con- 
tinuation of the excess-profits tax. I believe the next witness on 
the regular list—we went out of order a little bit this morning—is 
Mr. Robert Morris, Ferguson-Lander Box Co., Aurora, Ill. 

Is Mr. Morris present’ Come forward, sir. I have given your 
name and address to the reporter. 


STATEMENT OF RUBERT MORRIS, FERGUSON-LANDER BOX CO, 
AURORA, ILL. 


Mr. Morris. Our company is probably the smaller of most com- 
panies of the businessmen who have preceded me. I am not positive 
just what is “small” business, but I think we are. 

May I briefly give you our background. Four years ago we formed 
our corporation and bought the assets of a corporation that had been 
in business since 1912. The corporation whose assets we purchased 
was going downhill, and had only 14 employees and annual sales 
volume of $288,000. Since then our volume has gone to over $1 
million, with 60 employees on our payroll. 

In spite of this apparent success we are beginning to wonder wheth- 
er the Government wants younger men fo start a business, to increase 
employment, increase national output. It takes initiative and sacri- 
fice to obtain capital with which to start a business and hard work 
to make it successful once it is started. \ discouraging roadblock 
to Sih the excess-profits tax, has bas put in our way by the 
Government. You have heard many broad statements in the testi- 
mony preceding mine. Permit me to give you a specific case with 
rounded dollar figures. 

In considering our figures please bear in mind that we have not 
had any Government business in our 4 years of oper: ation to date. 
We are strictly civilian. In 1951 our first really profitable year which 
reflected the hard work, plenty of sales and production effort, of the 
new management, we came up witha profit on operations of $66,000 
before income taxes. This profit was based on a sales figure of 
$860,000 for that year. The actual cash tax we had to pay the Gov- 
ernment for the year 1951 came to $40,000. Just to rub it in a little 
the Government also required us to produce 35 percent of that cash 
payment the first quarter of the year. 

Bear in mind we had only been in business 3 years by that time, 
After we had finished paying the Government $40,000 in cash for 
our 1951 efforts we as a young corporation were left with $26.000 
net profit on $860,000 worth of sales, or 3 percent net profit on pro- 
duction that reflected the efforts of 51 employees for the year 1951. 
That is the number we had on our payroll in 1951. Public utilities 
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with little risk are permitted generally to make that much or more on 
sales. 

Some of you familiar in detail with the excess-profits tax might 
ask why we didn’t take advantage of a relief section applicable to new 
corporations. Under act section 474, code taxable acquisitions, new 
part IV, it was determined that because we bought the assets of : 
old corporation we had to take their tax base even though we were an 
entirely new corporation and the old « orpor tion was completely liqui- 
lated before we bought the assets. Section 474 Says: 

A corporation which before December 1, 1950, acquired the properties of another 
‘orporation in certain taxable types of transactions may be required to compute 
its average base period net income in accordance with new part IV, which is 
retroactive. 

In our case, a corporation acquiring business properties in a trans- 
action to which part IV is app rlicable, we were not able to use any of 
the alternate or substitute base period income a tions p srovided 
for in the so-called relief section of the law. In its final version part 
LV apparently requires a purchasing corporation to compute its earn 
ines eredit only by use of the general average method which we are 
foreed to do. 

Returning to our specific case. After giving the Government $40,000 
n taxes leaving only $26,000 for ourselves, due to the excess-profits- 
tax bracket which we were thrown into, or 82 percent, we have not 

paid any dividends since the start of hie s company, not only for 1951 
t] le case year used as an ex: umple, here but even for 1952. when we had 
an equally cood profit before taxes. Every nickel of our profits was 
plowed back into the business. 

Where did our profits and cash go in the business? Bear in mind 
we are over a million dollars now. Quadrupling a business in a little 
less than 4 years requires an increase in many items such as inventory, 
both raw materials and finished products, larger accounts receivable, 
more cash for payrolls each week. 

If we work harder to make another $1,000 before taxes, EPT takes 
$820 and leaves us $180 for further expansion. Here is what most 
people do not realize: To make another $1,000 before taxes requires 
additional sales of $15,000 which means increased accounts receivable 
of $1,250 monthly, increased raw material inventory of $625 monthly, 
increased labor of $260. Bear in mind that the Government allows us 
S180 with which to accomplish this. 

You cannot grow, gentleman, in that way. That is not all, in order 
to properly expand, we must invest money in new machinery, new 
buildings, and possibly a little research. The only way a small grow- 
ing company can do this is from profits which our Government takes 
away at an 52 percent rate. 

Let’s analyze our 3 percent profit on sales if some of you think that 
i “fair” return. When talking percentages it depends upon the base 
to which you are applying percentages. Obviously with a $1 million 
sales corporation speaking of 3 percent is speaking of a lot of money, 
about $3 million: 3 percent to our sales, or $26 O00, isn | speaking of 
very much money. Unfortunately the machinery manufacturer 
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charges the same dollar price on his machines to the small as he does 
to the large corporation. He doesn’t sell on a percentage basis. 

We pay cash and the same amount of money as the big man does. 

The banker and the private investor has no incentive to loan nor 
invest in a small corporation because there is no possibility of divi- 
dends if you are a private investor, and little possibility of a banker 
being repaid his principal out of earnings because as demonstrated, a 
small corporation cannot retain enough earnings after taxes to pay 
back the loan. 

As a young corporation we do not object to paying regular normal 
taxes and surtaxes on the same basis as well-established large corpora- 
tions. Asa young corporation we do object to being penalized for our 
efficiency and our aggressiveness, by the EPT. We are prevented 
from growing properly not because of lack of an efficient operation but 
because the EPT prevents us from acquiring capital through our own 
profits. Somewhere along the line you who determine taxes must say, 
“We have got to do something to encourage small new business be- 
cause that makes big businesses.” Allowing EPT to die is a step 
in that direction. 

Of course we must have taxes but let’s not have a discriminatory 
excess-profits tax which prevents aggressive “little brother” businesses 
like we are from growing up to be as big as its “older brothers,” who 
through age have fat tax bases. 

Our story is typical of thousands of other small American busi- 
nesses which ask help from nobody, which are willing to pay an 
equal share of taxes with other corporations, but we do groan and 
protest the discriminatory EPT which is an excessive taxload to 
growing business. 

Included in this testimony are two letters from friends of mine who 
are presidents of corporations employing about the same number of 
people we do and enjoying about the same sales volume. I would like 
to read one of them. Bear in mind that not everybody can get away 
from their small business to come down here. I thought with your 
permission I would solicit letters from people in equivalent situations. 
This letter is written by a man who is president of a chemical company 
in Chicago. It is in Newridge Chemical Co. He starts out by saying: 

Dear Bos: As you know, we are a small chemical manufacturing company, 
having been granted a charter by the State of Illinois, on April 16, 1945. It was 
necessary, during the first few years, to attempt to get the business established 
on a sound basis to acquire new customers—to build up the business. For- 
tunately, this we were able to accomplish. 

With the advent of the excess-profits tax, all of our plans for growth and 
expansion had to be curtailed and have lain dormant since that time. Our so- 
called base period for the determination of this tax, came during the years we 
were attempting to get the business started. Thus we were left with the 
equivalent of no base, and have had to use the minimum permissible exemption 
of $25,009 * * * paying an excess-profits tax on everything over this minimum. 

Certainly, “excess-profits tax” is a misnomer and, in a large majority of cases 
such as ours—has resulted in preventing expansion and in killing incentive. The 
right of any individual to start a business and, by hard work, make it grow 
as much as possible, is certainly an inherent American principle. 

If the revenue from this tax is so essential, would it not be much better to 


increase all corporate taxes by 1 percent to 1.5 percent to offset the loss and 
remove this victim discriminatory tax, which even the proponents of its ex- 
tension term “a bad tax.” 


That the removal of this tax would result in an actual loss of revenue seems 
to us rather doubtful. The expansion then possible for many small firms such 
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as ours will result in more employment, larger sales, greater profits, and very 
probably a greater tax return to the Government at normal rates than the 
present confiscatory rates. 
We sincerely hope something will be done to prevent this extension. 
With kindest regards, yours very truly, 
NEWBRIDGE CHEMICAL Co., 
T. E, SHINE, President. 


I would like to read 1 or 2 paragraphs from the other letter. It is 
the Automatic Screw Machine Products Co., also in Chicago. ‘This 
is written by the president. He says: 

First let me say that we are definitely small business employing about 60 
people manufacturing hex steel nuts. We are a closely held family-type enter- 
prise. We are trying to grow without resorting to borrowing money or selling 
stock to others. In recent years the excess-profits tax has made the attainment 
of this objective difficult to say the least. Recently I calculated that we had to 
produce and ship a trainload of some 30 cars of our product in order to earn 
enough, and keep enough of these earnings to buy one simple tapping machine. 

About 2 years ago I read an article by Beardsley Ruml, I believe it was in 
Dun’s Review, which did much to clarify my thinking in the proper way for a 
company to operate under the excess-profits tax. I recall one statement to made 
that everyone paying an excess-profits tax was probably guilty of mismanage- 
ment of his affairs. It was in his opinion the duty of a company to spend these 
18-cent dollars lavishly, even wastefully, if there was any chance of long-term 
reward resulting from the spending. Whereas the excess-profits tax forbids us 
in a sense to put profits from our expanding enterprise into machinery, buildings, 
and equipment, in other words, into real wealth, it urged us to spend our money 
on the more ephemeral things such as customer entertaining, advertising, ex- 
perimentation with markets, adventures into the field of employee benefits of a 
questionable value. Thrift, efficiency, good management, high morale, these were 
penalized whereas their opponents were rewarded by the workings of the 
tax 9° 9%, 


We live and grow by virtue. We rot and decay by lack of it. The excess- 
profits tax destroys virtue and promotes moral corruption by the way it offers its 
prizes to the corrupt and its punishments to the virtuous. I say let’s get rid 
of it as fast as possible. 

Now, let’s get back to my remarks which I would like to address to 
you from here in, not in detail of my own company, but just as an 
interested citizen who believes in the healthy moral structure of his 
country as well as the financial structure. 

The excess-profits tax automatically expires June 30. The majority 
of thinking people, businessmen, legislators, profesional men, farmers, 
and plain citizens, find no good points in this excess-profits tax law. 
Spokesmen for the present administration are perhaps the best wit 
nesses. The President himself has confessed that the excess-profits 
tax is a tax on “thrift and efficiency” and Mr. Taft has declared it 
“vicious.” In a national broadcast June 3, Mr. Humphrey, speaking 
with the President and other Cabinet members termed the excess- 
profits tax “inequitable.” The reasons are well known—the excess- 
profits tax levies what amounts to 82 percent tax on corporate earnings 
that rise above a so-called normal level and such a rate, in my opinion, 
is close to confiseatory. 

With excess-profits tax the Government presumes to determine what 
normal profits should be, which is part and parcel of the same philos- 
ophy that holds that it, the Government, can manage wages and 
prices, excess-profits tax 1s not so much a revenue measure as a profit 
control measure, and it is at least ironical that the Government should 
with one hand dispense with price and wage ceilings, as it recently did, 
while with the other hand continue profit ceilings. 
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The only arguments for the extension of excess-profits tax that have 
been advanced by the leaders of this new administration which came 
ona platform of honesty and morality in Government, are based on 

e expediency and the need of the Treasury for cash in the next 6 
months. It is estimated by extending the excess-profits tax the 
‘Treasury will take in an additional $800 million in the next fiscal year. 
No doubt the money is needed. , 

However, in view of the statements that the law is “vicious,” 
“inequitable,” a “penalty on thrift” and all the other descriptive terms 
that have been used against it by the very people who want to extend 
it, is it not immoral to extend it for another 6 months just because 
we need the cash? Would we condone a robber committing one more 
theft just because he needed cash for some household expense? Ob- 
viously, no. We would tell a robber to earn an honest living or put 
him away from society. Similarly in the ease of excess-profits tax we 
should drop it completely and tell the people that we are going to 
obtain $800 million honestly and morally from corporations by rais- 
ing the surtax equally on all corporations, if it has to have this sum 
in the next 6 months. 

In this way all corporations would pay the same rate of tax no 
matter how efficient they are in earning good profits. There would be 
no penalty on the new corporation, the growing large corporation, 
or the growing small corporation. The Government could obtain its 
$800 million by just raising the surtaxes 2 percent for the last 6 months 
of 1953. This is the moral, the honest way to raise $800 million—levy 
a just tax on all corporations, not an excess-profits tax on some 
corporations. 

Inasmuch as the excess-profits tax expires automatically the end of 
this month, a new tax will have to be written in any case. Are we, 
this great democratic Republic so bankrupt morally, so bankrupt in 
ideas that because we need $800 million in cash we will extend, even 
for 6 months, a tax law that our administration publicly admits is 
vicious, unfair, un-American? Gentlemen, raise your funds of $800 
million needed for the next 6 months, but raise it by a tax your own 
conscience says is fair and just and American in spirit to the core. 

In closing let me say I realize that many of you have been bom- 
barded with pressure not to reduce excess-profits tax without reduc- 
ing personal income taxes simultaneously. You are not betraying 
the individual taxpayer by allowing excess-profits tax to die if by 
following my suggestion you increase the overall taxes on all corpora- 
tions for the next 6 months to make up for the resultant loss in rev- 
enue that would have been obtained extending the excess-profits tax. 
The end result is the same, the method is the difference. Gentlemen, 
forms of government come and go, but democracy is here to stay only 
as long as the principles upon which democracy is founded are not 
forgotten. Please, let’s remember principles in considering extension 
of the excess-profits tax. If you do, excess-profits tax will not be 
extended. 

I hope that you let it die. 

Mr. Mason. Does that conclude your statement, Mr. Morris? 

Mr. Morris. Yes, sir. 

Mr. Mason. I find no fault with any part of your statement. It is 
definite, it is specific, and it is convincing. As far as I am concerned, 
I was convinced even before you started. 
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Mr. Morris. I am glad to hear that. 

Mr. Mason, But 1 will say this, your idea that it is a roadblock on 
progress is putting it in a nutshell. That is exactly what this excess 
profits tax 1s, a resales on progress. I want to commend you upon 
your testimony in being specific and so convincing. Mr. Eberharter, 
have you any questions ¢ 

Mr. Exeruarrer. Yes, I have. 

Mr. Mason. Proceed, please. 

Mr. Epernarrer. Mr. Morris, you said that investment in your 
company has no appeal, either to banks or to private investors. 

Mr. Morris. Correct. 

Mr. Esernarrer. That is, in the present situation. Of course that 
would change immediately upon the termination of this excess profits 
tax, because then your structure would be very good, you would show 
a high profit and everything like that. 

Mr. Morris. It would tend to be that way, anyhow. 

Mr. Exeruarrer. Considerably so, would it not? 

Mr. Morris. Yes, sir. 

Mr. Enernarrer. The Secretary of the Treasury says that inasmuch 
as firms like yours have been able to suffer this pain since the enact 
ment of the tax, it would be all right to make you suffer it for 6 months 
more. Do you agree with that? 

Mr. Morris. No, sir. As I pointed out, if a robber was testifying 
before you, and wanted to commit one more theft, would you agree 
with him doing it because he had done it before ? 

Mr. Epernarrer. What was that? 

Mr. Morris. As I said in my testimony, if a robber asked you for 
permission to commit one more theft, and you knew it wasn't right, 
would you let him do it for 6 more months, because the public has 
suffered with him in the past ? 

Mr. Exeriarrer. It is pretty hard to agree with the Secretary’s 
reasoning, is it not? 

Mr. Morris. For me it is. 

Mr. Mason. Not only that, but it seems to me Mr. Morris has offered 
an out for the administration if they need and must have this $800 
million by levying it upon all corporations in the regular corporate 
rates rather than in this particular vicious tax. That does not even 
bear upon or chairman’s bill, H. R. 1 

The 11 percent, because it would be borne, then, by the corporations 
themselves. I think that is an excellent out for the administration 
if they must have this $800 million. 

Mr. Morris. I think you will find most small corporations feel that 
way. If I may, may I ask a question ? 

Mr. Mason. We do not usually permit witnesses to ask questions of 
the committee, but I will do it, because I love to have questions asked 
of me. 

Mr. Morris. I was not here, of course, on the various days you have 
had this testimony, but I just wonder if anybody has presented any 
figures that show chet percent of ee corporations paying excess 
profits tax are smaller corporations. 

Mr. Esrruarrer. We have those figures. 

Mr. Mason. The ‘y are that 70 to 80 percent of the « ‘orporations are 
the small ones that have to pay it. 
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Mr. Exsernarter. Eighty-one percent of those paying these taxes 
have incomes of less than $250,00a year. That is all in the record. 

Mr. Morris. Thank you, sir. 

Mr. Mason. You are entirely welcome, sir. 

The next witness is Mr. Stanley Ruttenburg, representing the Con- 
gress of Industrial Organizations. Mr. Ruttenburg, will you give 
your address, because it is not down here, and then proceed. 


STATEMENT OF STANLEY RUTTENBERG, DIRECTOR, DEPARTMENT 
OF EDUCATION AND RESEARCH, CONGRESS OF INDUSTRIAL 
ORGANIZATIONS 


Mr. Rurrenserc. Thank you, sir. My name is Stanley H. Rutten- 
berg. LI appear here on behalf of the Congress of Industrial Organi- 
zations, 718 Jackson Place, Washington, D.C. 

I am director of the department of education and research of the 
Congress of Industrial Organizations. I appear here today on behalf 
of the CIO. We support the extension of the excess-profits tax. How- 
ever, we think it should not carry a termination date. It should be 
held on the statute books as long as needed. 

Having sat here this morning, I feel like a wolf in sheep’s clothing 
because I appear to be the only witness advocating the extension of the 
excess-profits tax. If you will bear with me, I wish to set forth the 
reasons. 

Mr. Mason. We are glad to hear both sides of any question. 

Mr. Rurrenserc. We support the extension of the excess-profits 
tax. lIlowever, we think it should not carry a termination date. It 
should be held on the statute books as long as needed. ‘The need will 
continue beyond January 1, 1954. There is no reason to believe that 
the need for the tax receipt will be less in January than it is today. 
The administration has said, rather belatedly, but it his said that tax 
reductions, in the main, are contingent upon the level of defense 
expenditures. While these expenditures may decline slightly in 1954, 
there does not seem to be much possibility that they w ill decline sufii- 
ciently to bring the budget into balance. The excess-profits tax must 
be extended through 1954 at least. The revenue which this tax pro- 
duces is essential for fiscal stability. 

If, on the other hand, the excess-profits tax is not on the statute 
books and the need for revenue persists in 1954, this administration 
will probably recommend alternative types of taxes to raise the needed 
revenue. The administration has indicated that this may be neces- 
sary on January 1, 1954. It appears perfectly clear that if alterna- 
tive types of taxes are recommended, they will be some form of sales, 
excise, manufacturers’ tax, or some such tax upon consumption. This 
type of tax is regressive. It is based upon the concept that everybody, 
whether he owns a Cadillac or a jalopy, regardless of income, should 
pay the same rate of tax. This is contrary to a fundamental tenet— 
taxation according to ability to pay. 

The CLO strongly opposes a sales tax or any form of tax upon con- 
sumption. It would be much wiser national policy to continue the 
excess-profits tax beyond its present termination date on June 30 and 
the suggested termination date of January 1, 1954. 

I do not propose here today to go into a detailed discussion of why 
the excess-profits tax should be extended. Instead, may I suggest that 
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an article which I prepared, as research director of CIO for the Tax 
Institute at Princeton, on why the excess-profits tax should be extended 
be inserted into the record at this point. 

If I may have the permission, Mr. Chairman, to have that inserted, 
it will set forth in greater detail the reasons why we believe the excess 
profits tax can be extended. 

Mr. Mason. Can you tell me how long that is? 

Mr. Rurrenserc. It runs in typewritten pages 1414 double-spaced 
with rather wide margins. 

Mr. Mason. I think we will accept it as a part of the record, but not 
order it printed in the record. 

Mr. Rurrenserc. This article analyzes—— 

Mr. Epernarrer. May I ask a question? 

Mr. Mason. Yes. 

Mr. Esernartrer. Mr. Ruttenberg, are the main points regarding 
your advocacy, covering your advocacy, of the excess-profits tax in 
that bulletin ? 

Mr. Rurrenserc. Yes; they are, sir. They are not in my major 
testimony here, because I am going to concentrate on only one aspect 
of the problem. 

Mr. Esernarter. I think the whole thing should be in. 

Mr. Mason. If you are willing to put it in, I have no objection. 
Without objection, then, we will make that a part of the regular record. 

Mr. Enernarrer. Thank you so much. 

(The article referred to follows :) 


SHOULD THE EXCESS-PROFITS TAX BE REENACTED? 


President Eisenhower, in his February 2 state of the Union message to Con- 
gress, said, “Until we can determine the extent to which expenditures can be 
reduced, it would not be wise to reduce our revenue.’ I cannot agree more 
fully. 

I take this statement to mean precisely what it says. It means, in my judg- 
ment, that the excess-profits tax, due to die on June 30, will be extended, because 
it will be impossible by that time to make any major inroads into balancing the 
budget for the fiscal year 1954. 

The budget, as submitted to Congress by President Truman, indicates a pro- 
posed deficit to $10 billion for the forthcoming fiscal year. This is the budget 
from which the Eisenhower administration is going to have to work. If we 
assume the normal underestimation of revenue receipts will reappear, probably 
revenue may well be increased 2 to 3 billion dollars over those receipts estimated 
in the budget message. However, during the coming year, the amount of under- 
estimation by the Treasury will be at a minimum, because the general outlook 
is for relative stability and little, if any, inflation. 

In addition to proposed increases in revenue of a maximum 2 to 8 billion dol- 
lars, it might be assumed that the Eisenhower administration would be sue- 
cessful in reducing the budget expenditures by 4 to 5 billion dollars. Combining 
the increased revenue and cuts in expenditures, there will still be, roughly, a 
2 to 4 billion dollar deficit. 

It must be remembered that the revenue estimates of President Truman 
included the anticipated automatic termination of the excess-profits tax and the 
automatic reductions of individual, excise, and corporate taxes during the 
coming fiscal year. 

In order to meet the anticipated deficit for the coming fiscal year, therefore, 
even with substantial budget pruning by the present administration, it will be 
necessary to retain at least the existing tax structure, 


HAVE CORPORATIONS PAID EQUITABLE SHARE OF TAXES? 


It must also be kept in mind that corporations, even with the existence of 
the excess-profits tax, have not paid their fair and equitable share of Federal 
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revenues. During this period of large-scale defense expenditures, corporations 
t bear a just and equitable share of the total Federal taxes. The following 
table, based upon iederal revenue, as reported by the Bureau of Internal 
Revenue, indicates that the relative share of direct taxes by the corporations 
considerably lower than it was during the war period and only slightly 
higher than it was during the prewar period. The direct taxes upon individuals, 
reflected by ind al income, estate, and gift taxes, unincorporated busi 
nesses and partnerships, have steadily increased year after year until in 1952 
the relative share of direct taxes upon individuals was double that of 1939 
Direct taxes upon individuals in 1959 represented 28 percent of the total 
Federal revenue, while direct taxes upon corporations represented 26 percent 
These figures increased up through 1945 for both individuals and corporations 
However, in the post-World War IT period, direct taxes upon individuals con 
tinued to remain at or near 50 percent of the total revenue, while taxes upon 
corporations dropped in 1948 to about their 1939 level and have subsequently 
risen slightly until by fiscal 1953 corporations will be paying slightly over 
one-third of the total Federal revenue, while individuals will be paying one-half 
As percent Fed uc 


Excises and 


other in- 


on poges ter direct taxes a 
nile which people ti .. 
a pay eventu 1or 
ally 
ivo9 Is. 0 46.0 2b. ( 
1942-43 combined 41.4 24.5 44 
1944-45 combined 47.8 14.4 37.8 
1948 2 22.2 5. 
19k 48.0 21.3 29. 
1951 50.0 20.1 | 29. 9 
1952 49.4 16.0 34. f 
ate 50.1 15.4 34.5 


It is fairly obvious that corperations have not borne, in proportion to the 
total tax revenue, their fair and equitable share, even though since mid-1950 
we have had an excess-profits tax on the statute books. 


USE OF INDIRECT CONTROLS 


Since the Eisenhower administration has taken over in Washington, there 
has been a return to the lfue and cry to use indirect controls to prevent infiation. 
Such indirect controls as fiscal, tax, credit policies and debt management. Much 
can be said for the use of an excess-profits tax as an important element in any 
system of indirect controls to avoid inflation. The whole current argument re- 
lating to debt management, as indicated to a large degree by refunding of 
Federal obligations in 1953, indicates the great emphasis which is being placed 
upon this aspect of the indirect controls techniques. Efforts to increase the 
debt holdings of noninstitutional establishments are an attempt to reduce the 
availability of bank credits. It can be assumed that the reasons in part for this 
are to tighten up the availability of bank credits to individuals and corporations, 
thus avoiding any inflationary pressure from this source. 

The excess-profits tax is a tax, in my judgment, designed to reduce inflationary 
pressures. It is a tax designed to reduce the incentives to raise prices. It is 
a tax that makes corporations reconsider the advisability of increasing their 
price structure. 

For example, let us compare the 82-percent excess-profits-tax rate with a 
normal and surtax corporation rate of 52 percent. Under the excess-profits 
tax. a corporation retains 18 cents on every dollar after taxes, while under a 
straight, normal and surtax corporation rate, they would retain only 48 cents 
out of every dollar. A corporation in considering the possibility of increasing 
prices looks to the return which it will receive from such a price increase. 

It is obvious that a corporation considering its return would be more inclined 
to increase the price of its product if it were to retain 48 cents out of every 
dollar. This is simple economics 

In other words, the incentives to increase prices are directly related to the 
amount of return after taxes which the corporation will have as a result of the 
price increase. While the excess-profits tax does not completely stop price in 
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creases, it certainly places a damper on them. The higher the excess-profits 
tax rate, the less incentive there is to raise prices 

It is, of course, assumed by those now advocating the termination of the excess 
profits tax that the moment taxes are reduced, prices to the consumer will fall 
proportionately. If this were to happen, it would be a worthwhile stimulant 
to our economy. However, I am inclined to believe, based on past experience, 
that the reduction in the excess-profits tax will be retained by the corporation 
in the form of higher profits, higher profits which they do not need. 

It cannot, of course, be unequivocally stated that the excess-profits tax will 
stop price increases, But I think from an examination of the relative effects 
of straight corporate versus excess-profits taxes one must come to the conclusion 
that incentives to increase prices are greater under a straight corporation tax 
than they are under an excess-profits tax. 

There is no evidence to lead us to believe that excess-profits tax cuts would 
be passed on to the consumer in the form of lower prices. While there does 
not appear to be much indication of inflationary trends during the coming year, 
the existence of the hot-cold war and the imminent possibility of expanding in- 
cidents could bring immediate inflationary pressures. The maintenance of an 
excess-profits tax during this period will not only enable the Federal Govern 
ment to raise revenue which will also contribute to balancing the budget, but it 
will also maintain on the statute books an important tool in the set of indirect 
controls needed to temper or perhaps even stop inflation. I must quickly add, 
however, that the arsenal of weapons to stop inflation must also include standby 
authority to impose direct controls. 


EXAMINATION OF ARGUMENTS ADVANCED TO TERMINATI rHE EXCESS PROFITS TAX 


There has been much discussion of why the excess profits tax should be ter- 
minated. When all such discussion is boiled down, it amounts to four argu- 
nents. These arguments have received extensive publicity from many business 
sources. I should like to comment upon each one separately. 

As I see it, the criticism against the excess profits tax boils down to four 
points : 

1. It causes wastefulness and inefficiency. 

2. It destroys initiative and incentive to modernize as well as to invest and 
expand plant and equipment. 

4. It hits all corporations, not just the large profitmaking ones. 

t. It is administratively unworkable. 


DOES AN EXCESS PROFITS TAX CAUSE WASTEFULNESS AND INEFFICIENCY? 


1 am a bit stunned and taken aback by the charge that an excess profits tax 
creates wastefulness and the inefficient use of funds by corporations. This 
criticism seems to imply that corporations say, “We don’t have to worry about 
wasteful and inefficient expenditures because good old Uncle Sam will pay 
for them.” 

I do not think that American corporations are unpatriotic, nor do I think 
that willingly they would engage in practices designed to force the Govern- 
ment to subsidize unnecessary, wasteful, and ineflicient expenditures. 

These criticisms of the excess profits tax imply that corporations want to 
develop high-cost, noncompetitive plants, want to make more difficult their prob- 
lem of readjustment to normal, competitive operations when an excess profits 
tax is removed. 

For example, if an excess profits tax really causes 1 corporation to make waste 
ful and unnecessary expenditures of funds, or if such a tax causes management 
of plants to become sloppy and inefficient, it would be completely contrary to 
the basic objectives of good, sound corporate Management. 

How competitive would corporations be in the postemergency period when 
an excess profits tax was no longer on the statute books, if, during the course 
of the past 2 and 3 years they had built into their cost structure unnecessary, 
wasteful, and inefficient costs? They would be completely noncompetitive. 

It is just not comprehensible to me that the management of corporations would 
engage in practices that would make readjustments to normal operations more 
difficult. I feel confident that if a survey were made of the effect of an excess 
profits tax in World War II and during the present period, on creating waste 
ful and inefficient use of funds, that the results would show that the present 
charge that an excess profits tax leads to these kinds of expenditures is com- 
pletely without foundation. 
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DOES AN EXCESS PROFITS TAX DESTROY INITIATIVE AND INCENTIVE? 


It is charged that an excess profits tax destroys initiative and incentive of 
corporations to modernize and expand plant and equipment. This charge, I 
think, is also without foundation and again casts asperations upon the spirit in 
which American industry approaches the defense production problems which 
face our economy. 

During World War II, the capital structure of American corporations was 
expanded by over 10 percent. Production in many of our basic industries was 
greatly increased, although to the mind of some of us increased not enough. 
However, the reason for not increasing production as rapidly as some of us 
thought possible, or as much as some of us thought they should, is not related 
in one iota to the excess profits tax, but was related directly to the competitive 
position in the postwar period of American corporations. 

However, when the necessity for expansion became clear to our larger cor- 
porations, capacity increases were made. Of course, it took a 5-year amortiza- 
tion provision, relaxation of loans, etc., but we did get, during World War II, 
increases in capacities in our basic industries. Steel expanded by 10 percent, 
electric power by more than 20 percent, and the aluminum industry by over 
500 percent. 

In spite of the many problems, corporations did expand production and did 
increase their capital structure. It cannot be said that an excess-profits tax 
destroyed any of the incentive or any of the initiative of American corporations 
during World War IT. 

In spite of an excess-profits tax during World War II, corporations thrived ; 
their profits after taxes increased considerably. As a matter of fact, they were 
two and one-half times greater during the war than during the prewar period. In 
the face of a 10-percent increase in the capital structure of American industry, 
with a 250-percent increase in profits after taxes, and with phenominal increases 
in production in most of our basic industries, the charge that incentives and 
initiative of corporations during this period were desroyed or even hampered 
by an excess-profits tax cannot be seriously entertained. 

The same story is true if we examine expenditures for new plant and equipment 
in the period 1950-52, during which the excess-profits tax was on the statute 
books. 

Business expenditures for new plant and equipment, according to the SEC 
and the Department of Commerce, show expenditures of $20.6 billion in 1950, 
increasing to $26.3 billion in 1951, and $26.9 billion in 1952. It is anticipated 
that capaital expenditures by business will again be over $26 billon in 1953. 

This continued rise in business expenditures has not been hampered by the 
existence of an excess-profits tax. As a matter of fact, I think it could be said 
that because of tax amortization much of this expansion took place. 

A review of what has happened to the expansion in major industries since 
Korea indicates that the excess-profits tax has not in any way hampered that 
expansion. In the eighth quarterly report to the President by the Director of 
Defense Mobilization, released January 1, 1953, it is reported that steel capacity 
has increased from 100 million ingot tons at the time of Korea to approximately 
116 million ingot tons today and that by the end of 1953 there will be 123 million 
tons. Similar expansion has taken place in the production of primary aluminum, 
In June of 1950, we were producing approximately 750,000 tons. By mid-1954 
this will be doubled to 1.5 million tons. In addition, it has been announced that 
an additional 200,000 tons capacity will be added to this projected 1954 figure. 

In the field of electric power, generating capacity amounted to 63 million kilo- 
watts at the time of Korea. This has been expanded to 81 million kilowatts. 
It is anticipated by the end of 1955 this will be increased to 116 million kilowatts. 
The report of the Director of Defense Mobilization states: “Orders already on 
the books of power equipment manufacturers, if fulfilled on schedule, will bring 
installed capacity to over 123 million kilowatts by the end of 1956 and more 
orders for equipment are yet to come.” 

Similar figures for petroleum refining, chemical industry and others are avail- 
able in the Defense Mobilization Director's report. 

It is fairly clear that the excess-profits tax, instead of being a hindrance to 
expansion of capacity, may well have been an incentive to such expansion, when 
one taxes into consideration the implications of tax amortization. 


' 
} 
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DOES AN EXCESS-PROFITS TAX HIT ALL CORPORATIONS, NOT JUST LARGE-PROFIT MAKERS ? 


It is charged by some, not the least of which is the National Association of 
Manufacturers, that during World War II, “All coroporations paid excess-profits 
taxes, not only the large ones.” This charge is not true and completely disregards 
the evidence. 

The one big feature in support of an excess-profits tax is that it is fair and 
equitable and that it hits only those corporations that show increases in profits 
over the base period. 

\n examination of the record specifically of World War II shows that only 
approximately 20 percent of all corporations reporting net income, paid an 
excess-profits tax. This means that 80 percent or over 230,000 corporations re- 
porting net incomes to the Federal Government did not pay an excess-profits 
tax. There are even fewer corporations paying an excess-profits tax today. 

Out of the corporations that paid an excess profits tax, it is interesting to 
note that the greatest bulk of the tax during World War II was paid by the 
corporations having adjusted excess profits net income of $1 million or more. 
For example, the group above $1 million comprised only 1,800 corporations, or 3 
percent of the total paying excess profits, or much less than 1 percent of the 
total number of corporations reporting a net income. However, this group, 
with adjusted excess profits net income above $1 million, paid 68% percent of 
the total excess-profits tax collected in the year 1944. This means that 97 percent 
of the corporations with excess profits net incomes of less than $1 million paid 
only 314% percent of the total tax. 

A further breakdown throws more light upon this question. Those corpora- 
tions with adjusted excess profits net incomes of less than $25,000 total 55,000 
in number or 53 percent of those paying excess profits taxes. However, they 
paid slightly less than 2 percent of the total excess profits tax. The groups be- 
tween $25,000 and $1 million, constituting 42 percent of the total number, or 
approximately 23,400 corporations, paid a little over 29 percent of the total 
excess profits tax. Thus it is perfectly clear that the great bulk of the tax was 
paid by corporations with large earning capacity and that a great number (some 
230,000) of corporations that had net income were completely exempt from any 
excess-profits tax, and that 30,000 of the 56,000 that paid tax in 1944 paid only 
2 percent of the total excess profits tax. 

An adequate and equitable excess profits tax hits only a limited number of 
corporations. But the virtue of the excess profits tax is that it hits only those 
corporations, in the main, that have expanded their profits beyond those earned 
during the base period. This means that an excess profits tax raised taxes from 
those corporations most able to pay. The whole concept of progressivity in the 
tax structure is given considerable weight and substantiation by an excess profits 
tax as contrasted to an increase in the normal and surtax corporate rates which 
hit all corporations regardless of whether or not they increased their profits. 


IS AN EXCESS PROFITS TAX ADMINISTRATIVELY UN WORKABLE? 


It is charged by some, not the least of which is the NAM, that an excess profits 
tax is administratively unworkable. The CIO, an organization composed of 
hard, practical realists, has always said that nothing worthwhile is adminis- 
tratively unworkable. Where there is a will, there is always a way. Admittedly, 
an excess profits tax raises considerable administrative problems, but what im 
portant piece of legislation does not? Many of the procedures, rules, and regu- 
lations are cumbersome, but in the last analysis, it is not the cumbersomeness 
of regulations or the difficulty of administration that is significant; it is the 
results produced by the legislation. And here it seems fairly clear that the 
necessity for continuing the excess profits tax far outweighs criticism advanced 
by those who say that the tax should be permitted to lapse because “The tax is 
administratively unworkable and cumbersome.” 

Certain corporations obviously have been hit harder than others by the excess 
profits tax. It is impossible to have the base period set to the satisfaction of all 
corporations. It is impossible to avoid problems for some corporations. 

But all in all, the excess profits tax does accomplish a basic objective and 
should be retained on the statute books as long as it is essential to raise the 
amount of revenue which is currently needed to balance the budget. 

In my judgment, when all factors are considered, the advantages to an excess 
profits tax far outweigh the disadvantages. The reasons in support of an excess 
profits tax are substantial, while the objections to its continuation, are, in the 
main, based upon concepts that will not stand up after the evidence is closely 
examined. 
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CORPORATE PROFITS 


The earning capacity of corporations has not been affected by the enactment 
of the excess profits tax in 1950. One would assume from all the arguments that 
corporate profits before taxes would drastically decline as a result of the imposi- 
tion of an excess profits tax, The argument that an excess profits tax destroys 
initiative and incentive, etc., does not seem to bear up under an examination of 
what has happened to corporate profits over this period. 

Corporate profits before taxes rose in 1949, 1950, and again in 1951 and have 
fallen off by only 5 percent in 1952. Corporate profits before taxes in 1952 would 
he almost comparable to the 1951 profits had provisions for accelerated amortiza- 
tion for new plant and equipment not been on the statute books. Almost enough 
additional accelerated tax amortization took place in 1952 to reduce the before- 
tax profits by about 5 percent. 

Profits after taxes since 1950 have gone down. They have gone down because 
of the increased normal and surtax corporate rates as well as the enactment of 
the excess profits tax. However, a declining rate of profits does not seem to have 
stifled initiative or incentive. Our economy is still operating at a very high level 
and it appears that in the forthcoming year it will continue, in spite of the 
centinuation of the excess-profits tax, to operate at comparable levels. 

The stockholders, in spite of a decline in corporate profits after taxes, have 
also continued to be taken care of very handsomely. Dividend payments have 
never been as high on a dollar aggregate basis as they were in 1952. Dividend 
payments as a percent of corporate profits after taxes have continued to rise in 
the postwar period until in 1952 dividend payments represented 54 percent of 
corporate profits after taxes. 


Corporate profits, 1939-50 


In billions of dollars] 


Corporate Corporate = 
Year profits before | profits after Dividend 
taxes taxes payments 

86 5.7 4.3 4.6 
37 6.2 4.7 4.7 
1938 3.3 2.31 3.2 
1989 6.5 5.0 3.8 
Average 1936-39 5. 4 4.1 4.1 
1940 9.3 6.4 4.0 
1941 17.2 9.4 4.5 
1042 21.1 9.4 | 4.3 
1943 25. 1 10. 6 4.5 
1944 24.3 10.8 4.7 
1945 19.7 8. 5. | 4.7 
Average 1942-45 22. 5 9.8 4.6 
194¢ 23.5 3.9 5.8 
1947 30.5 18.5 6.6 
1948 33.9 20.9 7.2 
1949 27.6 17.0 7.5 
Average 1946-49 28.8 17.5 6.8 
1950 39.6 21.2 9.0 
195] 42.9 18.7 9.0 
1952 40.8 17.2 9.3 
Average 1950-452 41.1 19.0 9.1 

wi2 
First quartet 42.7 18.1 8.9 
Second quarter 39. 5 16. 6 9.6 
| yuarte 39.0 16.4 9.3 
Fourth quarts 2.0 17.6 9.3 


With corporations continuing to earn handsome profits both before and after 
taxes and with stockholders doing better than in previous years, it appears that 
the necessity for eliminating the excess-profits tax is not so grave as we are led 
to believe by the current discussion of the difficulties which corporations are 
encountering. 

I feel very strongly that it would be unwise to permit the excess-profits tax to 
lapse on June 30. First, because the revenue derived from this tax is essential 
if we are going to continue to balance the budget, and, second, because corpora- 
tions are not faced with any hardship at all, and therefore are not in need of 
tax relief, and, third, at such time as taxes can be reduced, I think the priority of 
tax reductions should be different from that which is now incorporated into law. 

The Council of Economie Advisors, in their last annual report, discussed the 
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factors that should govern the application of tax cuts. In discussing the national 
economy during the coming few years, the Council pointed out the great need 
for stimulating consumer income and expenditures. They asked the question, 
“Is tax policy an effective instrument for this purpose.” In answering this ques 
tion about the role which tax policy can play in stimulating consumer spending, 
the Council says: 

“Although almost any kind of tax reduction would contribute to larger con 
sumer spending, some kinds would contribute more than others. For example, 
a reduction in personal income taxes will ordinarily stimulate consumption more 
than a reduction of the same amount in corporate taxes. In the case of the per 
sonal income tax, the full amount of the reduction is placed almost immediately 
at the disposal of consumers. In the case of corporate taxes, the tax savings first 
accrue to corporations, which then decide whether to use the funds to increase 
dividends, reduce prices, raise wages, or add to retained earnings. As has already 
been indicated, it will be important over the next few years for corporations, 
by price reductions and other means, to channel into the support and expansion 
of markets the bulk of whatever tax reductions do occur. But it would be 
hazardous even to guess what proportion of a corporate tax reduction actually 
would reach the hands of consumers, or how quickly. It should not be ove 
looked that lower personal taxes, through higher consumer spending, indirectly 
channel}! funds into the hands of business * 75 

“While favoring, during the period under consideration, reductions in those 
taxes which have the greatest repressive effects on consumer spending, the Coun 
cil realizes that some taxes probably will need to be adjusted because of their 
adverse effects on incentives and investment funds, or for other reasons. Large 
corporations subject to the excess-profits tax pay to the Federal Government 
either 82 or 70 percent of any increases in their earnings; conversely, the Gov 
ernment absorbs either 82 or TO percent of reductions in earnings. Such high 
rates are tolerable during an emergency period of limited duration; they have 
no place as a permanent feature of a tax system which is designed to spur initia 
tive and productive efficiency. Similarly, the high surtax rates paid by upper- 
bracket individual taxpayers may also, in some circumstances, adversely effect 
investment incentives.” 

I fully agree with the Council's views that the excess-profits tax should not be 
a permanent feature of our tax structure and that reductions for military ex 
penditures make possible a balanced Federal budget. Under such circumstances, 
I see no reason why an excess-profits tax should continue to be on the statute 
books. lIlowever, during the interim, there is justification for extending the 
excess-profits tax and maintaining it until, the following conditions have beeu 
met 

1. Expenditures of the Federal budget are cut sufficiently to bring it into, 
balance. 

2. Tax relief has been given in accordance with the principle stated so well by 
the Council of Economic Advisers when they said, “** * reduction in personal 
income ‘taxes will ordinarily stimulate consumption more than a _ reduction 
of the same amount in corporate taxes.” 

The excess-profits tax should be terminated only after expenditures have been 
eut and tax relief has been given to consumers in the form of lower income taxes 


Mr. Rurrenserc. This article analyzes and points up the fallacies 
in the four major criticisms that have been leveled against the excess 
profits tax and they have all been mentioned this morning. These 
criticisms boil down to the following: (1) It causes wastefulness and 
inefliciency; (2) it destroys mitiative and incentive; (3) it hits all 
corporations, not just large profitmakers; (4) it is administratively 
unworkable. 

These criticisms are not well-founded. They are trumped-up 
charges that becloud the main point of opposition. The main oppo 
sition grows out of the desire to defend the big corporations and reduce 
their taxes by having the big corporations share the tax with the 
smaller corporations, which are not now paying the excess-profits tax. 
The excess-profits tax is designed to tax only a limited number of 
corporations—only those corporations whose profits are over and 
above a certain predetermined level. This is what the opponents of the 
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excess-profits tax do not like. They prefer to have all corporations 
pay a higher tax, even if their profits are not increased as a result 
of the emergency. 

What I should like to discuss today in the limited time available 
to me is not the many arguments for extension of the excess-profits 
tax, but the specific ¢ harge that the excess-profits tax hits small busi- 
ness and is unfair and unjust to small business. The chairman of 
this committee has stated publicly, as have many other opponents 
of the excess-profits tax, that it is unjust and unfair to small busi- 
ness. After examining the preliminary statistics of income for 1950 
and after carefully examining the statistics of income for the war 
years, it is perfectly clear to me, and I hope to any objective ob- 
server, that the excess-profits tax is derived from a very limited num- 
ber of corporations having net income in excess of $1 million. 

The charge that the excess-profits tax is unjust and unfair can, in 
my judgment, be interpreted only to mean that it is unjust and unfair 
because small business is not now paying the tax. This leads to the 
conclusion that those who make the statement are in effect saying 
“The way to make this tax fair and just is to extend the tax to the 
small corporations who are not now paying it.” 

There have been a steady stream of witnesses before this com- 
mittee, representing so-called small business, indicating that the ex- 
cess-profits tax has interfered with their investment and expansion 
plans. Of course, there are specific examples where this may be true. 
But they are the exception rather than the rule. The facts are that 
this tax, the excess-profits tax, for the year 1950, the only year so far 
for which data has been made available by the Bureau of Internal 
Revenue, was paid only by a very limited number of corporations and, 
in the main, the larger ones. 

The Secretary of the Treasury, Mr. Humphrey, in testifying before 
this committee, stated that this tax hits “a relatively small group of 
corporations.” When Secretary of the Treasury Humphrey made 
this statement, it either made no impression on this committee or was 
not believed by those who read it. 

I should, therefore, like to examine with the committee briefly the 
preliminary statistics from corporations’ income-tax returns for 1950, 
made public May 20, 1953, jointly by the Treasury and the Bureau 
of Internal Revenue. Attached to my testimony are four tables 
based upon the data taken from the above-mentioned report. But I 
have added some cumulative percentage figures in order to facilitate 
interpretation and analysis. 

(The tables referred to follow :) 


TaBLE I.—Number and percent of corporations reporting net income and exrcess- 
profits-tax liability 


Percentage 

reporting | Percentage 
net income | reporting 
and deficit | net income 


Number /| Percentage 


Corporations reporting net income and deficit <-| 659, 665 |... .-|. 
Corporations reporting net income . oe 423, 677 | 64 |----- ob Foran 
Corporations reporting excess-profits tax a | 50, 000 | a 7.6 11.8 
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Taste II 
Number of 
Net income classes (in thousands of dollars) Number of | returns pay- , Pa 
returns ing excess- Percent 

profits tax 
Under 1 79, 480 1 
1 under 2 oon 39, 817 
2 under 3 28. 066 2 
3 under 4 ; 21, 688 1 ( 
4 under 5 17,712 3 ( 
5 under 10 Bo’ ene 5) 
10 under 15 ian $4, O87 61 ( 
15 under 20 25,115 165 0.7 
20 under 25 24, 616 629 2.6 
5 under 50 7 - P 37, 059 16, 9O9 45.6 
50 under 100 24, 141 12,477 51.7 
100 under 250 j 18, 490 10, 468 MH. 6 
250 under 500 7, 201 4,279 59. 4 
500 under 1,000 4, G80 2, 402 0.4 
1,000 under 5,000 ‘ 424 2, 122 61.9 
5,000 under 10,000 “ 472 297 62.9 
10,00 and over ‘ ‘ - 22 333 63.8 

- 





1 Less than 4 of 1 percent. 


Taste III.—Corporation income-taw returns with excess-profits-taxw liability 
(under $100,000) 





Percent of Percent of 
Number of total excess- Total excess- (total excess- 
Net income under returns! | profits tax profits tax ! profits tax 

returns paid ! 
Ae eae 7 30, 209 60 st 919. 000 4.8 
$1,000,000 47,448 4 $1.5, 992, 000 22.8 
$5,000,000 49, 570 98. 5 531, 137, 000 38. 4 
$10,000,000 49, 867 99. 5 629, 287, 000 45.5 
$10,000,000 and over 50, 200 100 1, 385, 481, 000 100 

Cumulative. 
TABLE 1V.—Corporation income-tar returns with excess-profits-tar liability 
(over $10,000,000) 
Percent of Percent of 
2. Number of | total excess Total excess- total excess 
Net income over returns! | profits tax | profits tax! | profits tax 
returns ! paid 

$10,000,000 | 333 | 0.6 $756, 194, 000 M4. 6 
$5,000,000... 7 — | 630 | 1.3 854, 344, 000 61.6 
$1,000,000 : | 2, 752 | 5.5 1, 069, 489, 000 77.2 
$250,000. . | 9, 433 | 18.8 1, 234, 191, 000 89. 3 
$100,000 = 19, 9O1 39.8 1, 319, 562, 000 95. 2 
$1,000 | 50, 200 100.0 | 1,385, 481, 000 100. 0 


1 Cumulative. 


Mr. RurrenserG. Table I shows the number of corporations filing a 
return with net income and net loss. This table indicates that approxi- 
mately 660,000 corporations filed a return for the year 1950 i ntee 
either an income or a loss. Out of this total, 64 percent, or almost 
424,000, Eappeted a net income. Of the number reporting net income, 
only 50,200, or less than 12 percent, actually paid an excess-profits tax. 
If we ine i Hy the total number of corporations with both income and 
loss, then those paying excess-profits tax amounted to only 714 percent 
of the total number of corporations, 

That the excess-profits tax is paid by only a limited number of cor- 
porations is unequivocally demonstrated by these figures. I cannot 





‘ 
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see how one can come to any conclusion. Yet it is repeated time and 
again by opponents of the excess-profits tax that it is unfair and unjust 
iv small business. It must be that they figure the 12 percent of the 
corporations paying the excess-profits tax are all small businesses. Let 
us once again examine the facts to see if this is true. 

Table LI shows by income classes the number of corporations having 
an income and the number which actually paid excess-profits taxes. 
lor aah, of the 79,000 corporations with net incomes of less than 
$1,000, only 1 paid an excess-profits tax. Of the almost 40,000 with 
net incomes between $1,000 and 82,000 none paid an excess-profits tax. 
Of the 28,000 with net incomes between $2,000 and $3,000, only 2 paid 
an excess-profits tax. Of the almost 58,000 with incomes between 
$0,000 and $10,000, only 51 paid an excess-profits tax. Of the more 
than 24,000 with net incomes between $20,000 and $20,000, only 629 
paid an excess-profits tax. The majority of corporations in any income 
class do not pay an excess-profits tax until you get to the category with 
net incomes between $50,000 and $100,000,” ‘Phere is no doubt that the 
small-business man with a net income of less than $50,000 is not being 
materially affected by the excess-profits tax. 

The next two tables, table III and table IV, show specifically that 
the greatest proportion of the tax is paid by a limited number of cor- 
porations in the higher-income classes. For example, table III shows 
that 30,299 corporations had net incomes of less than $100,000. They 
paid, as can be seen by looking at the table, less than one-twentieth, or 
1.8 percent, of the total excess- profits tax paid by pes, <a ations in 1950. 
Phese 30,: 299 corporations constitute three- fifths, or 60 percent, of the 
total number of corporations paying an vatemaneiee tax, 

Or, if we take the group with net incomes of less than $1 million, 
we can see that the Vy constitute 94 percent of the corpor ations (47,000), 
but they paid only one-fifth, or 22.8 percent, of the total tax. 

As can be seen from ti — iV, using the same set of figures but 
arranging them differently, 514 percent of the corporat lons, 2,700, with 
net incomes above $1 saititan. paid over three-fourths, or 77.2 percent, 
of the total excess- profits tax. 

ries up on the income scale, we find that only 630 of the corpora- 
tions, 1.3 percent, with incomes above $5 million paid an excess-profits 
tax. But they paid almost two-thirds of the total tax. At the very 
top, only 333 corporations, six-tenths of 1 percent, paid more than 
one-half, or 54.6 percent, of the total excess-profits taxes paid in the 
vear 1950. 

In the face of these facts, how can the charge be made that the 
excess-profits tax is unfair and unjust to small business? This state- 
ment, to say the least, is misleading and false. It is based upon the 
exceptions rather than the rule. 

Certainly there are always exceptions. Unfortunately, it has been 
the exceptions which have received the attention. Little or no con- 
sideration is being given to the overall picture. It is in the hope of 
clarifying the whole picture that I have spent just alittle time in 
reviewing with you the actual facts about who pays the excess-profits 
tax. 

No single tax will satisfy or please everyone. Some taxes will hurt 
a few, as obviously the excess-profits tax has done. But it seems to us 
that just because a few corporations may be adversely affected by the 
excess-profits tax is no excuse for abolishing the total tax. 
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We recognize that an excess-profits tax is one that ought not to be 
on the statute books on a permanent basis. However, it should be 
retained as long as it is needed. It is a far better tax to keep on the 
statute books than any form of tax on consumption that might be 
devised, such asa sales tax or further extension of existing excise taxes 

It is because we feel that the need for revenue will continue in 1954 
and because we do not feel that a sales or excise tax is an adequate sub- 
stitute to raise the needed revenue that we recommend to this com 
mittee the continuation of the excess protits tax for as long a period 
us the revenue is needed. 

That completes my statement, Mr. Chairman. 

Mr. Mason. You have given a very strong argument for the exten 
sion of a terribly bad tax, in my opinion. You have stated, in sub 
stance, that it is much better to continue this tax which only 12 percent, 
according to your figures, of the corporations have to pay, than to 
make all, or 100 percent, of the corporations pay a little merease in 
their caneiie tax. Would you not say that isa fair summation ¢ 

Mr. Rurrennerc. Yes, except one statement, and I am sure you 
realize, sir, that the 12 percent figure is not my figure but the Bureau 
of Internal Revenue figure. 

Mr. Mason. Whose ever figure it is, the Government figures say 
12 percent of our corporations are paying excess-profits tax. 

Mr. RurrensperG. That is right, 

Mr. Mason. And of course the ane corporations are paying the 
bulk of the dollars in. 

Mr. Rurrenserc. There is no question about that. 

Mr. Mason. But they are not suffering the bulk of the damage, 
because the bulk of the damage being done is bearing upon the new, 
fast growing, small concerns, as all the testimony we have received so 
far indicates. 

Now, then, from my standpoint, I would say if we have to have this 
4800 million, it would be better to levy it upon all of the corporations, 
small and large, prosperous and not, by increasing the corporate tax 
1,2, 3 or 4 percent, rather than putting on this, which is a job-killing 
tax, 

Mr. Rurrennerc. Might I just add, Mr. Mason, at that point, that 
you have expressed the point of view that we take very clearly. Let 
me just make the point, or further emphasize the point, what you 
are in effect saying is that it is better for the 50,000 corporations now 
paying the excess-profits tax to share the payment of tax with the 
other 400,000 that are not now paying it. Our point of view is that 
it is far better, from the standpoint of equity, to continue an excess- 
profits tax which is based upon taxing only income above a certain pre- 
conceived or predetermined level, which is 85 percent of the best 3 out 
of 4 years, 1948-49, plus the 12 percent allowance for new capital 
invested. It is the very liberal kind of allowance, and I think they 
were too liberal when they enacted it to start with. But what you are 
saying is that the 400,000 corporations not now paying tax should share 
with the big corporations the payment of the revenue which the Gov- 
ernment now gets from the payment by the 50,000 corporations. 
1 think that is mequitable. 

Mr. Mason. Should share the load of taxation in proportion to the 
amount of profit they make on the rates of the regular corporate tax. 

Mr. Rurrenserc. Let me put the problem this way, Mr. Mason: 


35078 —53 a2 
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What you are in effect saying is to take two corporations, one of which 
has inereased its income a hundred percent over the 1946-49 period, 
and—— 

Mr. Mason. It was only 1 percent, we will say. 

Mr. Ruvrrensere. Right. And the other corporation has main- 
tained its same income and may be earning a little less now than it did 
in the base period. What you are saying is that this little corporation 
whose income has declined since the base period should now be taxed 
an additional 1, 2, or 3 percentage points on the corporation tax, and 
therefore, this small corporation with declining income should be re- 
quired to pay higher taxes to the Government, while another corpora- 
tion with a terrifically large increase in its income, gets away with 
paying only a limited amount. 

Mr. Mason. That is exactly what I am trying to say. 

Mr. Rurrenserc. That is precisely what I disagree with. 

Mr. Mason. If corporation A made 1 percent or a half percent, or 
even lost money, in the base period, and it now is collecting 6 percent 
or 7 percent or 10 percent, I am saying it is an imposition to put upon 
that corporation this excess- profits t ax, when corporation B made 10 
percent during the base period, and is now making 9 percent or 10 
percent, we will say. I say that in order to be fair to both, you can- 
not take this base period and s say that is an equitable start. 

Mr. Rurrenserc. But, sir, you are taking the exception rather than 
the rule. 

Mr. Mason. I am just making two comparisons, just A and B. One 
is making no profits during the base period and is now making 10; 
and the other made 10 then and is now making 10. So it has no excess 
profits. 

Mr. Rurrensere. But if that corporation making no profits in the 
base period could show abnormality during that base period, it could 
get relief under the excess-profits tax as it is now written. 

Mr. Mason. It is impossible for a great many of them to get relief 
because they cannot qualify under the specific relief measures that 
we have. 

Mr. Rutrrenserc. Many corporations have qualified under the relief 
measures. That is seen by just simply examining the statistics of in- 
come which were issued on May 20 by the Bureau ‘of Internal Revenue. 
I would like to point that out to you. On the alternative method of 
growth, some 5,600 corporations have used it. Under the industry rate 
of return, which is this thing we are talking about, where they were 
losing in the base period or have been established since the base period, 
some 2,500 corporations have used that method, and have gotten per- 
mission to do so. 

Mr. M. mere. And that is a very small percentage of those that are 
being hurt. Now, Mr. Ruttenberg: 

Mr. RUTTENBERG. Only a small percentage are paying the tax, Mr. 
Mason. 

Mr. Mason. I would say this, you have your viewpoint, and you have 
ably presented it. I have studied taxation for 45 years, when I first 
started, particularly the theory in our universities, I have taught tax 
matters for a good many years, I was on the taxation committee in the 
State Senate of Illinois for 6 years. My viewpoint and yours are 
just as far apart as the poles, sir. But you are entitled to yours an4 T 
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am entitled to mine. We will agree to disagree, but not be disaeree- 
able about it. 

How is that? 

Mr. Rurrensere. Very fine, sir. 

Mr. Mason. Have you any questions of this witness 4 

Mr. Evernarrer. I am glad you complimented the gentleman 

Mr. Mason. Of course. I can disagree with you on many occasions 
and still be friends with you. 

Mr. Esernarrer. And I can say the same thing. I think Mr. Rut- 
tenberg presented a much better case in behalf of the continuation 
of the excess-profits tax than the Treasury Department. 

Mr. Mason. I will agree with that. 

Mr, Exsernartrer. Or any representative from the Treasury. 

Mr. Rurrenserc. We are not represented in this administration 
either, Mr. Chairman. 

Mr. Eseruarrer. You are sort of a lone wolf, in other words. You 
are in a different scale, perhaps, than was shown this morning when 
the National Association of Manufacturers had direct conferences 
with the representatives of the Treasury Department, very many con- 
ferences he indicated, and also the president of the Chamber of Com- 
merce. I am sure you are not one of the trusted conferees of the 
Treasury Department / 

Mr. Rurrenserc. We have not been called in at all to consult with 
the Treasury on our point of view on taxes. 

Mr. EserHarter. _ cannot be held responsible for suggesting to 
the Treasury the continuation of what they call a terrible tax. You 
cannot be blamed for that. 

Mr. Rurrenserc. Not at all, Mr. Eberharter. 

Mr. Esernarrer. I believe your figures do not shear that 81 per- 
cent of the corporations paying an exc oe tax have a net income 
of less than a quarter of a million dollars a yea 

Mr. Rurrensere. I think on table IV, Mr. Sitetecaebeen you will see 
that of those with net incomes above a million paid 77.2 percent of 
the tax. Those with net incomes above 250,000-——— 

Mr. Eseruarrer. Which table is that ? 

Mr. Rurrensert. Table IV, the last page. Those above 250,000 
that is, 9,433 corporations, 16.8 percent of the total, paid 89 percent 
of the total excess profits. 

Mr. Esernarrer. Of these approximately 50,000 corporations that 
are paying these excess-profits taxes, what percentage do you think 
are really entitled to relief, like some of the specific cases that were 
presented to us? There is no way of knowing that figure, is there? 

Mr. Rurrenperc. Of course there is no way of knowing. But I 
think if you will take a look at table II, which you have attached here, 
which is based upon these statistics of income, all I have done is to 
put together 2 of their tables into 1 for a ready comparison, you will 
see that you go pretty far down the line of income classes be fore you 
find that the majority of the companies in any one income class actually 
were paying excess-profits tax. It is not until you get to the 25,000 
to 50,000 that you get about 16,000 out of 37,000 that actually paid 
the tax, and in the next category you begin to get a half of those, in 
the fifty to one hundred thousand dollars, that actually paid the 
excess-profits tax. So there could not bea very large percentage under 
$50,000 that are entitled to relief. I don’t know, but it seems to me 
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that many of the corporations that have come here to complain are 
not small business. Sylvania Electric Products is not small busi- 
Hess, They have a legitimate ¢ omp ylaint, that they rare paying a higher 
excess-profits tax, let’s say than other companies tn the industry. But 
they are not small business. Let’s not confuse Sylvania with the small 
companies in the electrical industry. This is the problem, it seems 
tome: Sylvania prob: — ends up in this above $10 million net income 
category. There may be a lot of those corporations tht think they 
deserve relief, but they are the ones that can afford to pay i. 

Mr. Errriuarrer. Somebody told me about some of the very big 
companies paving as much as a hundred million dollars in excess- 
profits taxes, and vet they have scarcely no additional employees. 
The excess profits just come from raising the prices on goods that are 
indemand. I think that istrue. Do you? 

Mr. Rurrenserc. Either that or increased productivity which in- 
creases their costs 

Mr. Epernarrer. Increased productivity through mechanical 
means and machinery and better production. 

Mr. Rurrenesercer. That is meht. You see, there is one other 
point that I might just interject in connection with what Mr. Eber- 
harter is saying, that there are a lot of complaints that industry’s in- 
vestment poli ies have been stifled by the excess- profits tax. Yetif we 
examine the investment figures of this economy of ours in the last 3 
or 4 years, certainly in the last 2 or 3 since this tax has been on, we 
have had the highest levels and the highest rates of capital invest- 
ment in the whole history of this country. So the tax has not stifled 
or has not interfered with investment policy. 

Mr. Esernarrer. If we could only devise some system of giving 
relief where real hardship occurs, without opening loopholes, that 
would be the perfect solution, would it not ¢ 

Mr. Rurrenserc. I should think so, sir. 

Mr. Enernarter. But the trouble is, when you want to give a gen- 
eral relief provision, # opens the whole matter up for loopholes so 
that whatever might be gained by continuing the tax would probably 
be lost. 

Mr. RurrenserG. That is right. I would agree with that, sir. 

Mr. Exernarrer. We are in a dilemma. 

Mr. Rurrenserc. A well-known dilemma. 

Mr. Eneruarver. Thank you, sir. 

Mr. Mason. Thank you, Mr. Ruttenberg. 

The next witness is Mr. William E. Stevens, Blowing Rock Chair 
Co., Lenoir, N.C. 


STATEMENT OF WILLIAM E. STEVENS, CPA, ON BEHALF OF THE 
BLOWING ROCK CHAIR CO., LENOIR, N. C. 


Mr. Srevens. I am William E. Stevens, of Lenoir, N. C. 

I would like to present to this committee the position.of the Blowing 
Rock Chair Co., in respect to the excess-profits-tax law against young 
and growing corporations such as this company. ‘This company was 
incorporated in 1945, and due to the shortages of building material 
and woodworking machines the company was unable to complete its 
plant and begin operations until November of 1946, and the first full 
year was September 1947. You will find attached to this testimony 
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a statement showing the growth of the corporation from a plant in- 
vestment of $137,045 to $523,998, which increased the floor space from 
30,000 square feet to approximately 65,000 square feet. 
Mr. Mason. In how long a time? 
Mr. Stevens. Ina4-yvear period. It began in 1947 to 1952 
(The data submitted by Mr. Stevens follow :) 


Exurbir A.—Condensed comparative balance sheet of Blowing Rock Chair Co., 
Lenoir, N.C. 


sept. <0 1945 1946 1047 1948 140 0 1951 Q52 
Current assets $50, 000 | $185,805 | $178,016 | $237,885 | $235,928 | $246,982 | $326, 248 $224, 185 
Plant and equipment 137, 04 329 501 S71, 359 118 #20, 878 $58, 124 23. 996 
La lepreciation —re- 
Serve 2, 10: », 830 42 S04 652 6. OS wR. 129 
Plant and equipment 
net 137, 045 317, 396 344, 429 332, 224 363, 226 382.042 | 425, 587 
paid expenses 11, 738 2,712 4,178 s. 401 5. OR4 1, 783 21. 660 
Total assets 50, OOO 334, SRS $US, 124 B86, 502 1S } 613, 192 710,073 | 7 - 
I OUILM 
A ints and 1 
payable 70, 000 138, 713 141, 070 138, 127 133, 382 104, 995 | 109, 622 
Accrued expenses 9, 259 10. O65 &. 6690 », 648 9. 990 18, 447 
crued taxes 525 13, 279 43, 511 25, 900 41, 478 119, 727 | 132, 230 
mon stock 50, 000 192, 000 225, 200 225, 200 225, 200 226, 200 225), 200 | 223, 700 
Prete ed st } 74, 000 100, 000 100, 000 O00. OOO RO. O00 70. 000 60. 000 
Earned surplus (2, 937) 11, 673 At, 846 80, 657 127, 484 180, 152 | 227, 203 
Total liabilities 50, 000 334, 588 498, 124 BR. 592 68. 553 613. 192 710, 073 | 771. 702 


Exuwir B—Summary of profit and loss and surplus of Blowing Rock Chair Co., 
Lenoir, N. C. 


Fiseal year Sept. 30 1947 1948 1949 1950 1951 1952 
Sales $565, 326 | $976,813 $871,370 | $1,219,175 $1, 530,772 | $1, 704, 783 
Net profit before income- and excess- 
profits taxes 24, 730 82, 537 45, 832 83, 175 159, 710 173, 737 
Add 
Beginning surplus (2, 937) 11, 673 56, 846 80, 657 127, 484 180, 152 
Loss carryover 2, 937 
Deduct 
Federal income tax 5, 682 31, 364 17, 321 29, 355 76, 000 84,819 
Excess-profits tax 1, 893 26, 542 41, 256 
Cash dividend, preferred stock 7, 375 6, 000 5, 700 5,100 4. 500 3, 900 
Cash dividend, common stock 6, 71 
Ending surplus ‘ 11, 673 56, 846 80, 657 127, 484 180, 152 297, 203 
Average Growth Assets Industry 
earnings formula method rate 
Excess profits available s ‘ $53, OST $61, 480 $62, 462 $63, 179 


Mr. Srevens. Also included in that information is an analysis of 
the volume of sales from $565,326 in 1947 to $1,004,783 in 1952, and the 
profit increased from $24,730 in 1947 to $173,737 in 1952. 

Until the last quarter of the fiscal year 1948, the company produced 
and sold chairs only, and at the July 1948 market offered and sold 
complete dining room suits. The effect of this change in product is 
rae in reduced profit realized in the fiscal year ended September 

), 1949. This company respectfully submits that reasonable adequate 
relief is not available under the present excess-profits law, and that as 
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a young and growing corporation it is being unduly penalized for 
the following reasons: 

1. It does not have an earnings experience in the base period com- 
pe ar able to established corporations under similar circumstances. 

The growth formula for computing an excess-profits credit af- 
aie this company no relief. 

The years 1947, 1948, and 1949, as shown on exhibit B, represent 
years spent in establishing a market, and it was not until after the base 
me iod that this company reached its stride. 

The asset method, likewise affords no relief. 

The asset method is computed roughly at the rate of 12 percent of 
total assets, and as will be shown in the next paragraph, affords this 
company no relief. 

The industry rate of return method was the credit used, however, 
there was very little difference in credit between the various methods. 
You will see that on the bottom of exhibit B, the various methods of 
computation. Even with this credit, the company for 1952 paid in- 
come and excess-profits tax on the combined ceiling rate of 70 percent, 
and closely reached the ceiling rate for the year 1951. 

The following summarizes the rate of return before iincome taxes 
this company has realized during the excess-profits tax years: 

Year ended September 30, 1950: Income $83,175; assets, $613,192 ; 
rate 13.5 percent. 

Year ended September 30, 1951: Income $159,710; assets, $710,073 ; 
rate, 22.5 percent. 

Year ended September 30, 1952: Income $173,777; assets, $771,702 ; 
rate 22.5 percent. 

The rate of return allowed as promulgated by the Commissioner 
of Internal Revenue is 14.5 percent of assets. Here again this com- 
pany is being penalized, as the rate as promulgated included all cor- 
porations of the furniture industry, some of which suffered a loss, or 
if not a loss, a much lower rate of return. 

The graduated rates allowed new corporations of 5, 8, 11, and 
14 percent affords this company no relief as the combined rate for 
1951 is more than the regular rate. 

The company is in the unfortunate position of being too young to 
have established a reasonable earnings experience, and too old to bene- 
fit from the lower graduated rates intended to relieve new corpora- 
tions. 

The income realized by this company has been entirely from ci- 
vilian trade, and no part was from Government contracts. 

The Southern Furniture Manufacturers Association of High 
Point: N.C., furnishes its members annually a comparative tabulation, 
coded so that each member knows what his code is but not the code 
of other members. This company was fourth in the 10 highest report- 
ing in 1952, and was seventh in the 10 highest reporting in 1951. 

I have had the privilege of auditing annually three of these highest 
companies, and present in the following summary a comparison of this 
company with 2 of the 10 highest reporting: 

Total assets, this company, $771, 703; code No. 600, $2,267,755; code 
No. 541, $2,784,538. 

Net income for 1952, this company, $173,737; code No. 600, $378,- 
804: code No. 541, $539,835. 
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Rate of return, this company, 22.5 percent; code No. 600, 16.7 per- 
cent; code No, 541, 19.3 percent. 

Excess te credit, this company, $63,179; code No. 600, $431,993 ; 
code No. 541, $539,835. 

Excess profits taxable income, this company, $110,558; code No. 
600, none; code No. 541, none. 

On the first coded company there would have been a carryover of 
approximately $60,000, and on the other one there was practically no 
income at all. 

The excess profits shown above for both of the coded companies, 
the current earnings credit was applied, however, in both instances 
they each had an unused credit carryover. 

This again emphasizes the disadvantageous position this company 
is placed in when compared to company who had an experience of 
earnings credit for the base period. 

This company respectfully submits to your committee, assuming 
EPT will be continued, that— 

. The excess-profits-tax law should be amended to allow new 
corporations a credit comparable to the earning experience of 
older corporations and, 

. The amendment should be made retroactive to allow new 
cor rporations to correct the injustice of past years 

The only equitable relief for young and growing cor porations would 
be an amendment eligible only to new corporations which would pro- 
ject the company’s actual earnings past the base period, substitute 
these earnings for the inadequate earnings during the base period 
when the company was getting started, and apply the usual 83 percent 
against such earnings, which would constitute its credit. 

This company hopes that some such relief is enacted for young and 
growing corporations such as this company. 

Mr. Mason. Does that conclude your statement, Mr. Stevens? 

Mr. Srevens. Yes, sir. 

Mr. Mason. In your recommendation at the close of your statement 
as to what should be done if it is extended, you are suggesting methods 
of trying to make a rotten apple palats ible, are you not? 

Mr. Stevens. I am afraid so, sir. 

Mr. Mason. That is a very difficult thing to do, is it not? 

Mr. Stevens. Yes, sir. At the time this brief was prepared, there 
was nothing definite in the papers whether or not it was to be ex- 
tended. 

Mr. Mason. Well, there is nothing definite as yet because we are 
still considering it. But there is something very definite in my mind 
as to my attitude on it. 

Mr. Stevens. Yes, sir. 

Mr. Mason. Any other questions ? 

Mr. Esernarter. I think you have been a very good witness and 
have presented a very good case. 

Mr. Stevens. Thank you. 

Mr. Mason. That is all. Thank you. 

The next witness is Mr. H. H. Roswell, Police Gazette, New York 
City. A publisher, I would judge. 
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STATEMENT OF H. H. ROSWELL, PRESIDENT, THE NATIONAL 
POLICE GAZETTE CORP., NEW YORK CITY, N. Y. 


Mr. Rosweti. As president and publisher of the National Police 
Gazette Corp., 1 am presenting this case to show the devastating effects 
of the excess-profits law on small businesses. The case of the Police 
Gazette is an outstanding example of the destructive effects of this 
law. Briefly, the situation of the Police Gazette is as follows: 

During the years 1946 to 1949, which are the base credit years for 
the excess-profits tax, the situation of this corporation was abnormal 
and did not reflect a normal period of earnings on which to base 
excess profits. During this period, the Police Gazette was laboring 
under an extreme paper shortage and was unable to print a sufficient 
number of copies for a normal distribution, the reby causing its earn- 
ings to be abnormally low. 

This condition resulted from large corporations buying paper mills 
or contracting for the full output of other mills and causing us to 
lose our complete paper supply. So critical was the situation with 
the Police Gazette that we did not have suflicient paper to go to press 
and were forced to appeal to the President of the United States, the 
Department of Justice, and the Civilian Production Authority. After 
a thorough examination of this case, the Civilian Production Author- 
ity issued a priority order to Police Gazette so that we would not 
have to suspend publication. It was only the timely intervention 
of the Senate Antimonopoly Committee that saved Police Gazette 
from going out of business. It was not until 1950 that our situation 
was alleviated and we were able to operate on a normal basis. It 
was, therefore, incongruous that the excess-profits law would consider 
that our base years were normal. 

The present excess-profits tax is depleting practically all of our 
earnings. Because of the excess-profits tax, the profits left last year 
after a full year’s operation, amounted to less than the cost of getting 
out one issue of our magazine, and last year was a very good year in 
our business. 

I have consulted tax experts. They inform me I am entitled to 
relief under the excess-profits tax, but that such relief is not available 
because the relief afforded does not apply to a small business such 
as mine. 

I understand that under the relief provision in the excess-profits-tax 
law in effect during World War IT, relief was afforded under section 
722, and other sections of the Internal Revenue Code. These relief 
provisions were administered by an impartial board. The present 
excess-profits-tax law does not provide for such an impartial board 
to determine, first, when a taxpayer is entitled to relief, and, second, 
and even more important, how much that relief should be. 

As you know the present excess-profits-tax law has abolished the 
impartial board, and in its place there is a formula method of obtain- 
ing relief. It is this formula method that causes great injustice— 
and particularly to small business, as it effectively denies all relief. 

Under our present law, if abnormal conditions or events occurred 
in the base-period years which, under the law qualify a taxpayer for 
relief, then he must use the formula for computing the amount of 
relief. The formula, briefly and generally stated, consists of rates 
for each industry promulgated by the Secretary of the Treasury. 
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These industry rates are multiplied by the assets of the taxpayer in 
the base-period years and the resulting ameunt is the excess-profits 
tax credit for the year or years affected by such abnormality. 

Considering first the —— ot formulating the rates so prom 11 
gated by the Secretary of the Treasury, 1 wish to point out that it 
classifies paliienititendeliae corporations with huge assets together 
with the small-business man who has practically no assets. Let me 
illustrate. 

The publishing industry, of which I am a part, consists of huge 
corporations that have their own printing ve ants, paper mills, and 
tremendous assets accumulated over the ver I publ ish a Magazine, 
but do not own either a paper mill or printing pls unt. I give my work 
to outside printers, and I can assure you, gentlemen, that my costs are 
far caine than these concerns who have their own plants. My 
profits, therefore, have to be made | ry more e flicient business methods, 
requiring even greater skill than the large concerns. It is, therefore, 
highly unfair that the r: ate so used for the industry be applied to a 
small publisher. 

Now let me show you how the rates affect a small corporation. My 
assets during the base-period years aggregated in the neighborhood 
of $200,000. Taking my industry, the rates for the base years as 
promulgated by the Secretary of the Treasury are as follows: 1946, 
18.6 percent; 1947, 15.7 percent; 1948, 13.8 percent; and 1949, 11.8 
percent. 

This gives me an approximate rate of 14 percent for my base period. 
With $200,000 in assets, my substituted average base period net income 
would be $28,000 and 84 percent of this figure would result in an 
excess-profits tax credit of $23,520, which is less than the minimum 
$25,000 credit allowed to every taxpayer. ‘This is the provision that 
is supposed to give relief but, in fact, does just the opposite. As a 
matter of fact, I fail to see how any corporation with assets of $200,000 
or less could possibly get any relief. reg rardless of how serious the 
abnormal events were during its base period. 

The excess-profits law is a hangman’s noose around small firms. It 
should be abolished. However, if it is to be continued, equitable 
relief provisions should be made. 

I suggest either one of the following as a fair approach to this 
problem : 

First: That an impartial board be established to determine the 
amount of relief a taxpayer is entitled to if he qualifies for relief 
under the present law. I might further suggest that this board’s 
power be limited to administering relief in the case of small cor 
porations whose assets may not greatly exceed $200,000, 

Second: That specific provision be written into the law granting 
to taxpayers in a situation similar to mine some specific alternative 
method of computing the tax. As an example, I suggest that where 
an abnormal situation existed during the entire base period, the earn- 
ings for 1950 and 1951 should be used, adjusted by the elimination of 
profits due to the war; the amount of such reduction to be based upon 
industry’s statistics. 

I make these suggestions to you, gentlemen, not only on my own 
behalf, but for all small-business men throughout the United States. 
Small business has helped to make our country great; if we destroy it, 
the entire Nation will suffer. 
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Mr. Mason. Any questions? 

Mr. Esernarrer. No, I do not have any questions. I am glad that 
he came and I am glad to have heard his testimony. 

Mr. Mason. We thank you for your testimony. It is just one more 
nail in the coffin of this excess-profits tax. 

Mr. Roswe.t. I might also add that for corporations like myself, 
if it was not for the excess-profits tax, we would increase our rate of 
employment and our scale of wages tremendously. But as a result 
of this excess-profits tax, we are un: able to do so. 

Mr. Mason. We have had industry after industry after industry 
testify to that fact. Most of them state that, if these shackles were 
taken off and they were permitted to e xpand as they have planned to 
expand, they would pay into the Treasury 3, 4, 5, or 6 dollars for every 
dollar they are paying in under this excess-profits tax in regular 
corporat ion taxes. 

Mr. Roswe.w. I heartily concur with that viewpoint. 

Mr. Eseruarrer. The original difficulty came because of the monop- 
olistic system, or monopoly in the paper industry during the war 
years. That is where your original difficulty came from; was it not? 

Mr. Rosweiu. Yes. But, regardless of the reason, the fact remains 
that it was there, and that no provision is made in the law to take care 
of those abnormal conditions. 

Mr. Espernarter. Yes. 

Mr. Mason. Thank you, sir. 

The next witness is Mr. George C. Coleman, president, Birtcherd 


Dairy, Inc., Norfolk, Va. 


STATEMENT OF GEORGE C. COLEMAN, PRESIDENT, BIRTCHERD 
DAIRY, INC., NORFOLK, VA. 


Mr. Coteman. Gentlemen, my story is a good deal similar to some 
of those who have talked here on small business. I am president of the 
Birtcherd Dairy, a corporation in the State of Virginia, located and 
doing business in the processing and delivery of milk and ice cream in 
Norfolk, Va. The Birtcherd Dairy has grown from a very small start 
to its present size of importance in the Norfolk dairy industry. We 
have a payroll at the present time of 238 employees. Our company 
started with very little capital, and all of the money that has been 
earned has been put back in the business, except about $5,000 a year 
that has been paid out on preferred stock. 

I would like to make one point here, a point which has not been made 
before. Perhaps some of these other gentlemen do not use as many 
trucks. My company has approxim: ately 100 trucks. When we bought 
trucks 5 or 6 or 7 years ago, we bought them at a much lower price than 
we have to pay for truc ks today. Also our equipment to use in the 
plant and soon. We use a good deal of it. We buy from 15 to 18 and 
in some years 20 trucks. So that depreciation on the trucks that we 
bought, about 40 percent cheaper a number of years ago, will not re- 
pi: ice trucks. That presents a problem, because what money we have 
left after paying taxes and excess-profits taxes, is used up pretty much 
in that way. It leaves very little money to expand a very fast-growing 
business. Our business increased in actual growth some $600,000 last 

ear. That takes a good many quarts of milk, as you can see. 
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‘The very nature of our business requires constant supervision by the 
health department, where we produce and distribute milk and ice 
cream. Because of this, we are constantly asked to buy new and more 
modern equipment for cur plant. 

In 1952 we capitalized $105,000 out of net sales of approximately 
$5 million, which is a very small percentage. This year we find that 
we had a surplus or a net profit out of that $5 million sales of $61,000. 
Most of it went into these trucks and various parts and various equip 
ment and so on that costs a good deal more, as I stated, and the depre 
ciation does not cover the cost at this time. 

The excess-profits tax, or sometimes called the penalty tax, has be- 
come a tremendous burden on our company. It is my opinion, if this 
tax continues, most small business will have to either liquidate their 
assets and their companies, or sell to a company for a minimum amount 
of whatever they can ask for same. The present situation is becoming 
unbearable to a company that grew up on its earnings and which has 
never issued stock to the public, thereby increasing its capitalization. 
i have been with and own this company for about 32 years, and find 
myself in the position that it is going to be very hard to pay taxes this 
coming year. Weare using up practically all of our operating capital 
iow, paying taxes on last year’s operations. We are very much con- 
cerned about paying this tax, this excess-profits tax, on this ye 
business. 

The problem presents itself of whether we shall try or take the 
chance on borrowing money, hoping that the excess-profits tax will 
go off sometime, and hoping to be able to carry back, or liquidate our 
company for what we can get. 

That is about the way we are looking at it right now. Of course, 
we are penalized because of the base rate, as our sales have grown 
tremendously since that time. 

Mr. Mason. That is true of all fast-growing concerns. 

Mr. CotrmMan. Yes, sir. 

Mr. Mason. The base period penalizes them for any of their growth 
and profits which they are making now. 

Mr. Coteman. That is quite true. And we have a situation down 
there that the Government has created to a very large extent, fast 
expanding population around the Norfolk area. We have tried to 
do our part in helping to serve it. 

Mr. Mason. And because you have done that, and have done it quite 
efficiently, you are now being penalized. 

Mr. Coteman. Yes, sir. In 1932 our taxable income was $188,000, 
and Federal income and excess-profits tax and State tax was about 
$125,000. So you can see, sir, that we did not have a lot left after 
keeping up various equipment and trucks, and so on. In 1951 our 

taxable income was $234,000 and the taxation on that was $151,000. 
We had about $90,000 left in that year. 

Gentlemen, this excess-profits tax is just taking the lifeblood out 
of a business of the kind that I run, or the size of a business that I 
run, that grows and does make some profit. 

Mr. Mason. You would say it could be properly characterized as a 
millstone around the neck of all young, fast-growing industries? 

Mr. Coreman. Yes, sir; I do say that. If I sold this business, or 
liquidated, one of the national dairies would take over, whose profit 
runs from $30 to $40 million a year. I doubt if they have any excess. 
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I do not know whether they have any excess-profits tax or not. But 
I do know this: We are going to be in a bad way if we stifle small 
business so that it does not grow and profit in this country. 

Mr. Mason. How can we provide jobs for the seven or eight hun- 
dred thousand young men coming into the job world ? 

Mr. Coteman. That is quite true. 

Mr. Mason. Does that conclude your statement ? 

Mr. CoLteman. Yes, sir. 

Mr. Mason. Are there any questions? 

Mr. Exernartrer. No questions. 

Mr. Mason. We thank you for your testimony. 


The next witness is Mr. Robert Daine, preside nt of the Teleregister 
Corp., New York City. 


STATEMENT OF ROBERT DAINE, PRESIDENT, THE TELEREGISTER 
CORP., NEW YORK CITY, N. Y. 


Mr. Daine. This is a corporation which sends the quotations on 
commodity and stock exchanges to the public. 

Mr. Chairman and members of this honorable committee, my name 
is Robert Daine and I am president and chief executive officer of the 
Teleregister Corp., whose head offices are located in New York City. 
May I first thank you for this opportunity to acquaint you with a 
concrete ext ps of the stifling effect that the present excess-profits- 
tax law has had, and is now having, upon the company which I 
head, 

I should like to make two recommendations. The first is that the 
present excess-profits tax be allowed to expire on June 30 as the law 
now provides. To levy this tax in any period other than one of 
outright warfare cannot be defended on grounds other than those of 
sheer economic opportunism. 

My second recommendation relaties to the peculiarly harsh impact 
of the present excess-profits-tax law upon corporations which for con- 
venience’s sake may be termed “net deficit corporations.” That is to 
say, such companies are those which have experienced an aggregate 
net deficit in their earnings and profits account over the period of their 
respective incorporation and ending with the last taxable year imme- 
diately prior to the imposition of the current excess-profits-tax law. 
My company, the 'Teleregister Corp., organized in Delaware on Jan- 
uary 29, 1929, is such a company. 

The principal source of Teleregister’s income has always been de- 
rived from the furnishing of commodity and other financial quota- 
tions to a plurality of subscribers. For this, in 1929 we invested a 
great deal of money in automatic equipment. The company’s income 
is geared directly to the number of shares of stock and securities 
changing hands on the organized stock exchanges of the Nation and 
of the volume of agricultural and other commodities sold on produce 
exchanges. The sales volume of these items is, of course, subject to 
very wide fluctuation; consequently the gross income of Teleregister 
is also subject to like fluctuations. 

The aggregate net operating profits of my company for the years 
1929-50, inclusive, 1950 marking the year of the Ce of an 
excess-profits tax, have yielded a net ‘deficit of $1,293,189. The ac- 
cumulation of this deficit figure over the years is set forth in detail 
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n exhibit A attached to this statement which reveals that out of t 
24 years of business experience under consideration, net profits were 

ealized only in 10. Obviously such a corporation can continue in 
business on ly if its long per iods of deficit operation can be offset by 
the net profi ts realized in those occasional years which yield high 
earnings and resulting from abnormal and only spasmodically recur- 
ring periods of high stock and commodity turnover. ‘The imposition 
of a 52-percent normal and surtax rate to the brief years of such 
corporation’s net earnings threatens solvency; where a 1714 percent 
to 30 percent additional excess-profits tax is applied to the company’s 
earnings during the brief span of its profitable years, its continued 
existence is threatened. In the case of my company it is almost 
impossible to acquire additional equipment necessary to meet the 
demands of our customers, because necessary capital has been drained 
off by the inequitable operation of the excess- profits tax. 

The excess-profits-tax relief provisions contained in the current 
act afford Teleregister no aid. The individualization of relief pro- 
cvided for under excess-profits tax II has been abandoned under the 
current law in favor of a rigid statutory pattern reducing relief to 
the product of some industrywide classification multiplied by capital 
dedicated to business. In the case of net-capital corporations, this 
is doubly unfair to the net-deficit corporation whose capital has been 
consumed through deficit operations and whose base-period earning 
experience is usually a minus figure. 

Relief, fully retroactive from 1950 to date, must be afforded 
deficit corporations. The best form of such relief would, in my 
opinion, take the form of a complete exemption from excess-profits 
tax of a net-deficit corporation’s excess-profits-tax net income until 
such aggregate net deficit for earnings and profits as of the close of 
the corporation’s last fiscal year prior to its taxable year in which 
it first became subject to excess-profits tax III shall have been made 
cood. 

In other words, until the corporation shall have been able at least 
to get back its own substance. 

Mr. Mason. Does that conclude your testimony, Mr. Daine? 

Mr. Datnze. That concludes my testimony, Mr. Chairman. 

Mr. Mason. Are there any questions? If not, we thank you, Mr. 
Daine, for your testimony. 

(The data submitted by Mr. Daine follows :) 


ExHieit A.—HParning erperience of the Teleregister Corp. over the period of its 
entire corporate life, being Jan, 29, 1929, to date—Net income 





Year } Amount | Cumulative Year Amount Cumulative 
429-30 | ($363, 140 1942 $314, 700 $2, 035, 862 
931 22, 732 943 52, li 2, ORS, O 
932 (180, 362)] 944 114. 63f 202 ¢ 
3 (14, 912) M5 175, 37 a 97 
34 (171, 481)} 1946 42, 409 (1, 984, 888 
1935... 152, 438 47 150, 258 | (1. 884, 630 
IH 120, 5 1948 IS5. 719 48.9 
YS 2 1949 (17, 611 1, 666, 422 
1938 1) O50 7 1, 203. 189 
1939 2 51 225, 613 Of 7 
, ’ 1952 f ant {n 





Note.—Figures written in parentheses represent net deficit, 
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Mr. Mason. The next witness is Mr. C. E. Coghill, treasurer 
Reynolds Metals Co., Richmond, Va. ath 

We have a note here saying that he was unable to be present and 
asks that his testimony be included in the record at this point. Are 
there any objections to that ? 

Mr. Eperuarrer. None whatever. 

Mr. Mason. If not, it is to be included. 

(Mr. Coghill’s prepared statement follows :) 


? 


STATEMENT OF C. E. CoGHILL, TREASURER, REYNOLDS METALS Co. 


Reynolds Metals Co. desires to make crystal clear its position with regard to 
income taxes in general and the excess-protits tax in particular: 

(1) It believes the Government should be adequately financed. 

(2) Therefore, it does not oppose that amount of taxation which may be 
determined to be necessary. 

(3) It makes no objection to the imposition of a higher general corporate 
rate, if it is determined that additional revenue is required by the country. 

(4) But it does oppose, and oppose vigorously, the continuation of unsound 
and unfair taxation, and therefore opposes the continuation of the excess-profits 
tax beyond June 30, 1953. 

There is hardly a businessman or a tax economist in this country who does 
not agree that the excess-profits tax is unsound, unfair, inequitable, and injurious 
to the economy. Arguments to this effect have been made and repeated end- 
lessly, without any serious disagreement. This is not only true throughout the 
business Community of America; it is true on both sides of the aisle in Congress. 
The reasoning which makes it clear that the excess-profits tax is a vicious tax 
need not be repeated here. 

Reynolds Metals Co. insists that no revenue need can possibly justify the 
continuance of a tax which is almost universally agreed to be fundamentally 
unsound and unfair. There are equitaMe forms of taxation which can produce 
the revenue needed. 

There is no assurance that the continuance of the excess-profits tax beyond 
June 30, 1953, will actually increase the total tax income of the Federal Treasury. 
In fact, recent tax history points to the possibility that a contrary result will 
occur. When the excess-profits tax was repealed at the end of World War II, 
business expanded at such a great rate that it was not long before the increased 
yield of regular corporate income taxes more than balanced the loss of the excess- 
profits taxes. Consequently, there is a real economic basis for the belief of 
many that the Treasury will-actually benefit, in total dollars, by letting the excess- 
profits tax expire June 30, 1953. 

Wages have been decontrolled. Prices have been decontrolled. Companion 
measures of control which became effective at the same time are no longer in 
effect. About the only argument ever advanced in favor of the excess-profits tax, 
in principle, was that it was psychologically necessary in order to gain public 
acceptance for these other control measures. Although we have never subscribed 
to such reasoning, it is obvious that, now, even that justification has been re- 
moved. And the tax should be removed. 

At the hearings held by this committee in November of 1950 many business- 
men, representing corporations both large and small, testified in opposition to an 
excess-profits tax on corporations. Their testimony, based on vivid experience 
gained from wrestling with the excess-profits tax laws of World Wars I and II, 
was that a law which attempted to distinguish between normal and excessive 
profits would inevitably become a fertile breeding ground for the combined evils 
of inequity, inefficiency, inflation, and immunity. Nevertheless, with the hope 
that effective relief provisions could be devised against these evils, and because 
of the mandate thought to be imposed by Congress on itself by section 701 of 
the Revenue Act of 1950, Congress enacted the present excess-profits tax law. 

From the beginning, many had dire misgivings about the adequacy of the relief 
provisions, and experience has demonstrated that these fears were well-founded. 
in 1951 the law was extensively amended, and many more relief provisions were 
added. We regret to report that not one of these provisions has relieved Reynolds 
from an excessive and discriminatory taxation of its normal earnings. Therefore, 
we desire to bring to your attention the situation of our company. 
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REYNOLDS GREATLY EXPANDED ITS PRODUCTION AND PLANT 


BASE PERIOD 


INVESTMENT DURING THE 


Reynolds Metals Co. and its subsidiaries mine bauxite, extract alumina from 
the bauxite ore, and reduce this alumina to aluminum. In addition to the produc- 
tion of primary aluminum, Reynolds has extensive fabricating facilities. Its 
manufacturing interests extend into the States of Alabama, Arizona, Arkansas, 
California, Colorado, Illinois, Indiana, Kentucky, Michigan, Missouri, New Jersey, 
New York, Oregon, Texas, Virginia, and Washington. 

From its inception, Reynolds has been the apostle of expanded production and 
lower prices to consumers. Since commencing the production of primary alum- 
inum 12 years ago, it has greatly expanded its productive capacity. In 1945, 
the year immediately preceding the base period, Reynolds’ production of primary 
aluminum was 137,713,797 pounds. During the base period years 1946 through 
1949, Reynolds’ production of primary aluminum was 

In 1946, 184,388,235 pounds. 
In 1947, 320,480,084 pounds. 
In 1948, 388,313,153 pounds. 
In 1949, 364,654,635 pounds. 

Reynolds’ production in 1949, the last year in the base period, was approxi- 
mately 200 percent of that of 1946, the first year of the base period. 

During these same 4 vears, Reynolds invested nearly $95 million in additional 
plants and facilities. From the beginning to the end of base period Reynolds’ 
net tax basis investment in plant and equipment increased more than four times. 

Despite this great increase in production and plant investment, Reynolds’ dollar 
profit was actually lower in 1949, the last year of the base period, than in 1946, 
the first year of the base period. 

During this period of expansion of its production and facilities, Reynolds’ 
net income actually declined in 1949 in comparison with its net income for the 
year 1946. 

The base period years of 1946 through 1949, the period arbitrarily set by Con 
gress for determining our ‘normal’ earnings, is precisely the period when 
Reynolds Metals Co., a newcomer to peacetime production of primary aluminum, 
was exerting its greatest efforts to expand its plants, create new products, and 
develop new markets for aluminum. The end of the war caught us with no 
established peacetime outlets for substantial quantities of primary and fabri- 
cated aluminum. In order to create and maintain such outlets, we incurred 
extraordinarily heavy promotional expenses, which absorbed much of the earn 
ings of the reduction and fabricating divisions. During the base period Reynolds 
was experimenting with, developing, and exploiting new uses for aluminum 
Among these were roofing, siding, windows, gutters, downspouts, and various 
other building products, cable, truck bodies, railroad cars, automobiles, various 
kinds of foil wrap for the preservation of food, et cetera. These expenses and 
the costs of integrating our new facilities, and of recruiting and training of new 
personnel, all account for the fact that, in spite of its tremendous increases in 
production, Reynolds’ base-period profits do not nearly reflect its pre-Korean 
normal profit expectations. The result is that Reynolds was a low-profit oper 
ation throughout the base period. Wholly aside from the events in Korea and 
the defense demands of the country, Reynolds had been confidently looking for- 
ward to the latter part of 1950 and the year 1951 as the time when it would begin 
to realize the profits normally and reasonably to be expected from these extensive 
undertakings. The soundness of this view was being demonstrated by the facts. 
Even prior to Korea, the demands made upon it were exceeding its expanding 
capacity. 

Although Reynolds is plainly entitled to relief, it has no relief under any of 
the present so-called relief provisions. 

The result of these circumstances is that Reynolds, during the base period, was 
in a solid but costly state of expansion and integration that would have yielded 
increased production and profit without regard to the developments of defense 
mobilization. The result is, also, that Reynolds typifies a “growth” company for 
which no formula for relief has been enacted. Since normal earnings of Reynolds 
are now subjected to the extraordinary rate of the excess-profits tax, plain equity 
and justice call for an amendment which will alleviate the hardship which the 
excess-profits-tax law now imposes, but which we believe was never intended by 
the Congress. 

The case of Reynolds is typical of many corporations: Although the facts call 
for relief, a careful analysis of the fine print of the law reveals that not a single 
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one of the so-called relief provisions quite covers its situation. The result is 
that—from pure chance—there is no relief available to Reynolds in the present 
form of the law. 

Therefore, either the excess-profits tax law should be permitted to expire 
June 30, 19538, or, additional relief provisions should be enacted, retroactive to 
the original effective date of the law. 

We recognize that the Congress has made a great effort to provide relief from 
the unfairness of the present excess-profits tax law. That it has not met with 
success is clear proof of the fundamental unfairness of the law itself. If the 
law is to be extended at all, simple fairness requires the addition of relief provi- 
sions to cover as many as possible of the cases of obvious inequity. Since these 
inequities have been in the law from the outset, the new relief provisions should 
be made retroactive to the original effective date of the law, with full right to 
file such amended returns for former years as will make it possible for taxpayers, 
such as Reynolds, to be relieved from the unfairness to which they have been 
subjected 

RECOMMENDED AMENDMENTS 


Although repeating its basic contention that the fairest thing Congress could 
do would be to permit the law to die on June 30, 1953, Reynolds suggests the 
adoption of the following amendments, retroactive to the original effective date 
of the law, if the Congress decides to extend the law: 


(1) Ceiling 

Since the excess-profits tax strikes by chance rather than by fairness, it is clear 
that the lower the ceiling, the smaller will be the inequity. For the first taxable 
year under the law the effective ceiling was 62 percent. It is strongly recom- 
mended that the effective ceiling should be restored to 62 percent, retroactively. 
(2) Section 450 (draft attached as erhibit A) 

Heretofore, Congress added bauxite to the list of “strategic minerals” in sec- 
tion 450 (b) (1). Since, however, the production of primary aluminum requires 
(a) the mining of bauxite, (b) the extraction of alumina from the ore, and 
(c) the reduction of the alumina to aluminum, it is clear that the simple addition 
of bauxite is not sufficient. Bauxite is an unconverted ore. In order to obtain 
aluminum, it is necessary to convert bauxite into alumina and then into the 
metallic form of aluminum. Certainly no metal is more strategic or critical 
to defense than aluminum. 

The effect of the proposed amendment would be to exempt from the tax the 
profit attributable to the conversion of strategic minerals into metallic form. 

A second reason for the adoption of this amendment is that primary aluminum 
is mandatorily exempted under the provisions of the Renegotiation Act. The 
same reasoning which exempts primary aluminum from renegotiation should 
cause the exemption from excess-profits taxation of that income arising from 
the conversion of bauxite into primary aluminum. 


’ 


(3) Section 444 (draft attached as exhibit B) 

(a) Since the announced theory of the excess-profits tax is to tax excess earn- 
ings received after Korea, and due to Korea, a taxpayer, in gaging its production, 
capacity for production, and plant investment, should be permitted to select a 
determining date within the period between the end of the base period and the 
date of the beginning of Korea. In other words, the taxpayer should be per- 
mitted to select as its determining date any time up through June 30, 1950 (the 
date selected by Congress as the effective date of the law) and should not be 
limited, as at present, to a date which may be 6 months before the start of Korea. 

(b) Since its purpose is to grant relief where there was a significant increase 
in capacity for production and/or plant investment, it is submitted that section 
444, as now constituted, greatly overshoots the mark in requiring the increase 
to amount to a full 100 percent in either case, when gaged separately, and 50 
percent of both, when subjected to a joint gage. After all, this provision merely 
permits a corporation which qualifies to be treated as an average member of its 
industry classification ; it does not exempt from the tax 

Furthermore, this so-called relief section in its present form is a rigid mathe- 
matical formula which grants total relief, or none at all, dependent upon 
extremely high, arbitrary percentages of increase. 

It is submitted that it would be far more equitable if a company could qualify 
for this relief by showing a 50 percent increase in capacity for production or 
plant investment, when gaged separately, and 25 percent increases in both 
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factors when subjected to a joint gage. These standards would be sufficient 
to require increases that are significant and substantial. 

(ec) Fully as important as the increase in capacity for production is the in- 
crease in actual production. For this reason a relief provision should be added, 
as set forth in exhibit B, based on actual increase in production. 

[(d) If it be argued that even the percentages suggested in the two foregoing 
paragraphs still constitute an arbitrary gage, then, as an alternative, the relief 
could be granted on a sliding scale basis, in direct proportion to the percentage 
of inerease (i. e., if the sliding scale were added to the percentages included 
in the present law, the industry rate of return would be applicable in computing 
half the credit, if the increase, for example, under section 444 (b) (1) were 
50 percent; in computing one-third the credit, if the increase in capacity for 
production were 3314 percent, etc.). This would remove much of the arbitrari- 
ness from the present law.] 

(4) New relief provision (draft attached as erhibit C) 

Basically, all will admit, as the then Secretary of the Treasury said with 
respect to the excess-profits tax of World War II, at the end of the war, 
that “the difficulty is that calling profits excessive does not make them excessive 
and calling profits normal does not make them normal.” If, despite such 
obvious truth, the excess-profits tax law is to be continued beyond June 30, 
1953, it would relieve some of the hardship cases and cause inequity within an 
industry if corporate taxpayers were allowed a rate of earnings equal to the 
average of their own industry before being subjected to the excess-profits 
tax. 

An excess-profits tax certainly should not be exacted from any company 
whose earnings do not exceed the average earnings standard of its own indus- 
try. This should be an alternative relief provision, in addition to any others 
available in the law. 

(5) Retroactivity (draft attached as exhibit D) 

The provisions of this amendment are inherent in all that has been said 
before. An amendment adopted in order to alleviate some unjust provisions 
should carry back to the original effective date of the law and should permit 


amendment effective for the purposes adopted. 


EXHIBIT A 


Section 450 (a) of the Internal Revenue Code shall be amended to read as 
follows: 

“Sec. 450. CORPORATIONS ENGAGED IN MINING OR CONVERSION OF STRATEGIO 
MINERALS. 

(a) EXEMPTION FROM TAX.—In the case of any domestic corporation engaged 
in the mining of a strategic mineral or the conversion of a strategic mineral into 
a metallic state, the portion of the adjusted excess profits net income attributable 
to such mining in the United States or such conversion in the United States of 
a strategic mineral shall be exempt from the tax imposed by this subchapter. 
The tax on the remaining portion of such adjusted excess profits net income shall 
be an amount which bears the same ratio to the tax computed without regard to 
this section as such remaining portion bears to the entire adjusted excess profits 
net income.” [Together with technical conforming amendments.] [Additions 
italicized. ] 


Exuisit B 


Section 444 (a) through (d) of the Internal Revenue Code shall be amended 
to read as follows: 

“Sec. 444. AVERAGE BASE PERIOD NET INCOME—INCREASE IN PRODUCTION OR 
IN CAPACITY FOR PRODUCTION OR OPERATION. 

“(a) IN GENERAL.—If a taxpayer which commenced business on or before the 
first day of its base period establishes that, during the 36-month period ending 
at any time between the day before the last day of its base period and July 1, 
1950, there was an increase, as defined in subsection (b), in its production, or 
an increase, as defined in subsection (c), in its capacity for production or opera 
tion, the taxpayer's average base period net income determined under this section 
shall be the amount computed under subsection (4d). 
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“(b) INCREASE IN PRODUCTION.—An increase in production shall be deemed 
to have occurred, for the purposes of this section, if the tarwpayer establishes that 
its production during the last 12 months of such 36-month period was 150 percent 
or more of its production during the 12-month period beginning on the first day 
of its base period. 

“(c) INCREASE IN CAPACITY.—An increase in capacity for production or opera- 
tion shall be deemed to have occurred for the purposes of this section if the tax- 
payer establishes that it made an addition or additions to its facilities (as defined 
in subsection (/)) or replaced all or a part of its existing facilities, and that— 


“(1) as a result of such additions or replacements, its capacity for pro- 
duction or operation on the last day of such 36-month period was 150 per 
centum or more of its capacity for production or operation on the day prior 
to the beginning of such 36-month period, or 

“(2) (A) as a result of such additions or replacements, its capacity for 
production or operation on the last day of such 36-month period was 125 per 
centum or more of its capacity for production or operation on the day prior 
to the beginning of such 36-month period, and (B) the adjusted basis for 
determining gain upon sale or exchange of its total facilities on the last day 
of such 36-month period was 125 per centum or more of the adjusted basis 
for determining gain upon sale or exchange of its total facilities on the day 
prior to the beginning of such 36-month period, or 

“(3) the basis (unadjusted) for determining gain upon sale or exchange 
of its total facilities on the last day of such 36-month period was 150 per 
centum or more of the basis (unadjusted) for determining gain upon sale or 
exchange of its total facilities on the day prior to the beginning of such 
36-month period. 


“(d) AVERAGE BASE PERIOD NET INCOME.—The average base period net income 
determined under this section shall be computed as follows: 


“(1) By multiplying the amount of the taxpayer’s total assets as of the 
last day of such 36-month period by the base period rate of return, proclaimed 
by the Secretary under section 447, for the taxpayer’s industry. 

“(2) By subtracting from the amount ascertained under paragraph (1) 
an amount equal to the total interest paid or incurred by the taxpayer for 
the 12-month period ending with the end of such 36-month period. 


“(e) CAPITAL CHANGES ADJUSTMENT.—In the event the average base period net 
income of the tarpayer is determined under this section, then, for the purpose 
of determining the taxpayer's net capital addition or reduction under section 
435 (g), no account shall be taken of any capital additions or reductions made 
by the taxpayer during such 36-month period. 

“(f) Facriiries.—For the purposes of this section, the term ‘faciilties’ means 
real property and depreciable tangible property, held by the taxpayer in good 
faith for the purposes of the business. 

“* * * [together with technical conforming amendments.] [Additions itali- 
cized. | 

ExuHIsIrT C 


Section 435 (c) of the Internal Revenue Code shall be amended to read as 
follows: 

“Sec. 485. ExcrESS-PROFITS CREDIT—BASED ON INCOME. 

“(c) AVERAGE BASE PERIOD NET INCOME—DETERMINATION.—For the purposes of 
this section the average base period net income of the taxpayer shall be the 
amount determined under subsection (d), subject to the exception that if the 
taxpayer is entitled to the benefits of subsection (e) of this section, or section 
442, 443, 444, 445, or 446, or any subsection of section 459, then the average base 
period net income shall be the amount determined under subsection (d) or (e) 
or under such section or subsection whichever results in the lesser tax under 
this chapter for the taxable year for which the tax under this subchapter is 
being computed: Provided, however, that— 


“(1) The average base period net income shall in no event be less than 
the amount computed by multiplying the tarpayer’s total assets for the last 
day of the tarable year for which the tar under this subchapter is being 
computed by the base period rate of return, proclaimed by the Secretary 
under section 447, for the taxpayer's industry ; 
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“(2) For the purposes of this subsection, the tarpayer’s industry classi- 
fication shall be the industry classification under section 447 to which is 
attributable the largest amount of the tarpayer’s gross receipts, as defined 
in subsection (e) of this section, for its tawable year immediately preceding 
its first tarable year under this subchapter ; and 

“(3) In the event the average base period net income of the tarpayer is 
determined under paragraph (1), then, for the purposes of determining 
the tarpayer’s net capital addition or reduction under section 435 (9), 
tarpayer shall be deemed to have made no capital addition or reduction 
after the end of its base period.’ |Together with technical conforming 
amendments.] [Additions italicized. ] 


ExHisit D 
RETROACTIVITY 


The amendments made by sections — to —, inclusive, shall be applicable with 
respect to taxable years ending after June 30, 1950, and the Secretary shall 
prescribe such regulations as may be necessary to permit the filing of such 
returns or amended returns, including the filing of separate returns in lieu of 
consolidated returns or consolidated returns in lieu of separate returns, for tax 
able years ending after June 30, 1950. [Technical conforming amendments nec- 
essary. | 

Mr. Mason. That concludes the testimony for today. We will 
recess until 10 o’clock tomorrow morning, when we will continue 
these hearings. 

(Whereupon, at 2:30 p. m., the hearing was recessed, to reconvene 


at 10 a. m., Wednesday, June 10, 1953.) 








EXCESS-PROFITS TAX EXTENSION 


WEDNESDAY, JUNE 10, 1953 


House or REPRESENTATIVES, 
CoMMITTEE ON Ways aNp Mgans, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in the main 
hearing room, Hon. Daniel A. Reed, chairman, presiding. 

Mr. Mason (presiding). The hearing will come to order. 

The chairman is tied up in another meeting with the other members 
of my committee and he instructed me to call this meeting to order 
at 10 o’clock and to continue the hearing on the extension of the excess- 
profits tax as recommended by the President. 

The first witness that we are to hear this morning is Mr. John D. 
Biggers, chairman, Libbey-Owens-Ford Glass Co., Toledo, Ohio, and 
Ottawa, Il. 

We will hear from Mr. Biggers. 


STATEMENT OF JOHN D. BIGGERS, CHAIRMAN, LIBBEY-OWENS- 
FORD GLASS CO., TOLEDO, OHIO 


Mr. Mason. All right, Mr. Biggers, you may proceed. 

Mr. Jenxins. Mr. Biggers represents a great industry, and he is 
a great representative of a great industry. 

Mr. Bieeers. Mr. Chairman and gentlemen, it is a privilege to 
appear before your committee. I am John D. Biggers, chairman of 
the Libbey-Owens-Ford Glass Co. Our headquarters are in Toledo, 
Ohio, but we have factories in Illinois, Lousiana, Pennsylvania, Texas, 
and West Virginia, as well as in Ohio. We employ 12,779 workers who 
are receiving the highest take-home pay in the history of our company 
and of the glass fadesey. 

The excess-profits tax has cost us $16,539,027. That is a lot of 
money for a company the size of ours. Nevertheless, I urge con- 
tinuance of the present level of taxation, including the highly objec- 
tionable excess-profits tax, to the end of this present calendar year. 

I agree with the President’s position that we should not cut taxes 
at the risk of the security of the free world, the solvency of our country, 
or the soundness of the American dollar. 

All history proves that a sound currency lies at the very heart of 
social progress and economic stability. In other countries through- 
out the years where currencies have been debased by continued gov- 
ernment deficits, the results have always been the same. The savings 
of the people are eaten away, thrift is discouraged, and morality 
undermined. 
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In our own country the national debt has been increased $224 
billion since 1939. Since then almost half of the value of the dollar 
has been wiped out. In 1939 savings deposits, bond investments, and 
life insurance policy reserves had a combined value of $195 billion. 
During these last 14 years their combined purchasing power has 
shrunk approximately $97 billion. 

We must call a halt if we are to survive as a great and strong 
Nation; a secure and prosperous people. There is “only one way so 
far as | know—the hard way. Reduce expenses wisely to or below 
the level of our Federal income which would then permit a fair, sound, 
and timely reduction of taxes. From my experience in Government in 
1940 and 1941, I know how hard it is to make the desired expense 
reductions; but I am confident that the desired objective can and will 
be accomplished by the executive and legislative branches of this 
Government working together to that end. 

The present excess-profits tax law, as I mentioned, has cost our 
company $16,539,027. In addition to that, the 92 percent Federal 
income tax has, during the same period, cost us $81,195,007. Never- 
theless, much as these taxes hurt us, I urge that you do not lighten the 
tax burden on corporations before the Government is in a sound posi- 
tion to relieve individuals of a portion of their heavy tax load. And 
that, [ hope, can be on January 1, 1954. 

Even if the excess-profits tax were permitted to expire on June 30 
of this year, its provisions, as you know, would be effective for the 
full calendar year of 1953. The only change would be a rate of reduc- 
tion from 30 percent to 15 percent. Those companies most severaly 
affected, like our own company, are paying the 70 percent maximum 
and in such cases the actual reduction would probably be only 9 per- 
centage points instead of 15. 

All of the inequities and disadvantages of the excess-profits tax 
would be in effect for the full year. We taxpayers would merely ob- 
tain moderate tax reduction at the expense of what I believe to be good 
government fiscal policy, that is, the earliest possible balancing of 
the Federal budget and the restoration of the soundness of our 
currency. 

Therefore, in the national interest, I contend we can all bear this tax 
for 6 months longer and then, as has been said, “get rid of it once and 
for all.” 

Mr. Jenxrns (presiding). Are there any questions? 

Mr. Hotmes. Mr. Biggers, may I ask you this question: Are you 
a member of the National Advisory Council of the Department of 
Commerce ? 

Mr. Bracers. Yes, sir. It is called the Business Advisory Council 
of the Department of Commerce. 

Mr. Hotmes. And have there been any findings in that Advisory 
Council concerning how the council itself feels toward the continu- 
tion of the excess-profits tax ? 

Mr. Bracers. May I explain first that the Business Advisory Coun- 
cil was first created by Secretary Roper with the approval and sanc- 
tion of President Roosevelt 20 years ago and that it has continued 
during that 20-year period as an advisory body to the Secretary of 
Commerce. It has never made public its representations or findings 
on the subject. It has never attempted to testify or influence legis- 
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lation, but I think it would not be a breach of confidence to say that 
in various discussions of taxes, the members of that group have been 
as much opposed to the principle of the excess- profits tax as I am. 
At their meeting on May 10 or 11 of this year the Tax Committee rec- 
ommended that in their judgment budgetary balance should, in the 
Nation’s interest, precede any form of tax reduction. There was no 
recorded opposition to that proposal. 

Mr. Hotmes No recorded opposition to that proposal within the 
meeting of your own group ? 

Mr. Bicerrs. Of which there were about 60 percent. 

Mr. Hotmes. What is the group composed of What primarily is 
the nature of its membership ¢ 

Mr. Bicerrs. Its membership is drawn from different branches of 
business, professions, the financial word, shipping, and other lines 
quite generally throughout the United States. An attempt has been 
made to get reasonably adequate geographical representation. 

Mr. Hotes. Is it pretty well spread throughout the Nation ? 

Mr. Biaeers. Yes. 

Mr. Hotmes. Thank you very much. 

Mr. Jenkins. Mr. Mason, you may inquire. 

Mr. Mason. This statment of yours in the middle of the first page: 

All history proves that a sound currency lies at the very heart of social progress 
and economic stability— 
that is one of the fundamental facts of life accepted by all students 
of economics. That means primarily, so far as the Federal Govern- 
ment is concerned, a balanced budget, does it not? 

Mr. Bicaers. Yes, sir. 

Mr. Mason. You are advocating the extension of the excess-profits 
tax in spite of the fact that it shackles small, fast-growing industries 
because you feel that a balanced budget is worth more than this tem- 
porary, as we call it, continuation of this public nuisance, the excess- 
profits tax, is that right? 

Mr. Biccers. I feel this way, Mr. Mason: That we have gone on for 
20 years with increasing Government debt, increasing and bearing 
deficits. It seems to me this administration stood and stands for a 
return to the basic principles of sound currency and balanced budgets. 
I feel that this is more important than the $800 million involved, 
because if this administration as its first fiscal act wipes out a tax or 
allows the tax law to expire which adds $800 million to the deficit, it 
seems to me the psychological effect, the violation of the principle of 
governmental fiscal soundness, is even more important than the $800 
million. 

Mr. Mason. I will agree with you to that extent, Mr. Biggers, but 
I have been insisting all the time that the $800 million which is in- 
volved in this tax could be raised and should be raised in a much more 
equitable way and that we should not continue this tax which everybody 
acknowledges is a bad tax, if we can find other sources which are not 
considered detrimental to our economic life. 

Mr. Biaorrs. It is my sincere hope that those other sources will be 
found, but I assumed that by the President’s recommendation and 
that of the Secretary of the Treasury that they had not yet had oppor- 
pen to study the various sources of revenue and determine which 
would be most productive and least restrictive. 
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For example, I do know that one thing which has been considered 
by many is an increase in the corporation tax rate which is already 
52 percent. In thinking that over and in checking it on work on one 
of the tax committees with which I have worked, it is immediately 
apparent that some four-hundred-thousand-and-more corporations, 
most of them small, would be affected by an increase in the corpora- 
tion tax; whereas, the number affected by the excess-profits tax is 
something in the order of 50,000. I felt that it would be disadvan- 
tageous to add any greater burden to those many small companies 
whose earnings have not even reached the excess-profits-tax level. 

May I say that when you are taxed the maximum, it is 70 percent. 
of your earnings; but you still have 30 percent left. I never heard 
of any company going broke when it had 30 percent of its earnings left 
after taxes. I have heard of them being cramped, but not crushed. 

The difference is 18 points, the difference between 52 and 70, and it 
is oppressive and restrictive. I think individual companies such as 
ours and the economy will not suffer unduly from this limited exten- 
sion, providing it is understood, as seems to be the case, that this form 
of taxation will then be abandoned by the Congress. 

Mr. Mason. You are looking at it from the standpoint of your com- 
pany which is a large, well-established company and you say, “Well, 
we can continue for another 6 months by paying the 70 percent.” But 
if you had been listening to the testimony that we have been receiving 
here for the last 10 days from these small companies who have to pay 
this excess-profits tax and who are being throttled and shackled from 
any expansion, that presents a different viewpoint entirely. 

I have been insisting that this amount of money to ae the 
budget—and I want the budget balanced as badly as anybody does— 
can be found from other sources which will not do the damage that 
this excess-profits tax is doing to every single young, fast-growing 
enterprise in the country. It is not damaging General Motors. It is 
not damaging Ford. It is not damaging your company. You are all 
big, well-established companies and can get along. 

It is cramping, of course, the amount of profits that you can retain 
and use for dividends or for expansion, but it is killing these small 
industries that arestruggling to get established and to grow. For that 
reason, I am opposed to the further extension of it even for 6 months. 

Mr. Biccers. I can understand and respect your viewpoint. This 
is perhaps a presumptuous thing for me to say, but I think it is only 
natural that the smaller companies who come before this body and 
make their plea are the ones who, for one reason or another, are most 
severely affected by this tax. I think you would find, though, no one 
likes it; no one who is paying an excess-profits tax likes it; and that 
there are very many thousands of these smaller companies that are 
inconvenienced and cramped by it, but not killed or crushed. 

We have an example, and I have checked this pretty carefully. Our 
method of distribution is through small companies, independently 
owned, throughout the United States. We do not have any ware- 
houses. We do not have that form of distribution, as I think you 
know. We have 361 glass distributors which are located in every State 
in the Union and in many cities; 216 sash manufacturers, window sash 
manufacturers ; 46 fabricators and mirror manufacturers. This makes 
a total of 623. 
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I have never known a period in my business life when that group 
of 623 companies has made and retained more money than they have 
in these last 3 years,orasmuch. I have never known them to move for- 
ward in improved facilities. They are not large scale manufacturers. 
Most of them are distributors or small scale manufacturers. They 
have prospered as they never have before. 

That is a segment of small business that you do not hear from be- 
cause they do not have the same pride or the same justification that 
some of those do who came here. 

Mr. Mason. I will agree that the majority of small business is not 
being hurt terribly by this tax, but it is these fast growing, young 
businesses that are hurt. Most of those you have been talking about are 
well-established even if they are small. It is these young, fast-grow- 
ing ones that are being hurt. 

Personally, I think I would rather spread the load of this $800 mil- 
lion over 400,000 corporations than to place it upon, say, 5 or 10 or 12 
thousand of these young, fast-growing corporations who are now car- 
rying too much of that load. I would rather spread it over the whole 
economy of the Nation rather than on these whom we want to en- 
courage to expand and take up the slack of this employment business 
that we are worrying about already. 

That is all, Mr. Chairman. 

The Cuairman. Mr. Biggers, I was sorry I was detained. I shall 
read your statement here with a great deal of interest. 

Were you invited to come here by any member of the Treasury of 
the United States ? 

Mr. Biaoers. No, sir. 

The CHarrman. You just came on your own volition ? 

Mr. Biceers. I was talking on the telephone to Mr. Humphrey 
about another matter and expressed my opinion on this and perhaps 
foolishly volunteered to testify. 

The Cuarrman. Thank you very much. I want to know whether 
or not you have taken into consideration the amount of refunds that 
will have to be made under this excess-profits-tax law as a method of 
whittling down the amount of revenue they expect to get during the 
next 6 months. Do you know what those refunds would amount to? 

Mr. Biearrs. No; I do not. 

The Cuatrman. I do not think any of the Treasury has brought that 
up or the effect of the rapid amortization, both of which I think will 
cut pretty heavily into any revenue they hope to get. 

Mr. Mills will inquire. 

Mr. Mitts. Did | understand you to say that as long as a business 
in corporate form could retain 30 percent of its earnings after it had 
paid its tax bill, this committee need not worry about that business 
continuing to prosper ¢ 

Mr. Biccrrs. I said I never heard of a company going broke as 
long as it could retain 30 percent of its earnings. 

Mr. Mirus. Do I take it to mean, then, that you subscribe to the 
position taken by the Secretary of the Treasury when he was before 
our committee, not only with respect to the excess-profits tax but 
also with respect to the elimination of the termination date now in 
law on this 52-percent corporate, normal, and surtax rate? 
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Mr. Biccers. I think those deferments should be made at our cost 
if it is the judgment of the Government that that revenue is needed 
in order to meet expenses and balance the fiscal budget. 

Mr. Mitts. Do I understand, also, from your statement that after 
the first of the year when the committee begins giving consideration 
to proposals to take the place of the excess-profits tax that in your 
opinion the committee might with safety further increase the corpo- 
rate, normal, and surtax ¢ 

Mr. Biccrrs. I should hope by that time the administration would 
find it possible to further reduce expenses and that such a move would 
be found to be unnecessary. 

Mr. Mitis. That is my hope, but I fear in the light of what has 
been said to the committee during the course of these hearings that 
we may be faced with a deficit in fiscal year 1955. If that is the case, 
and the committee and the administration are determined to avoid a 
deficit in 1955, do I understand you to say that since reductions can- 
not be made in the expenditures of the Government to balance the 
budget the committee would be safe in increasing further the rate 
of the normal and surtax ? 

Mr. Biaeers. I think all taxes such as this under discussion, the 
excess-profits tax and the very high corporate rates where the Gov- 
ernment is taking more than 50 percent of the earnings of a corpora- 
tion, are oppressive on initiative, industry, and growth, 

Therefore, it is my earnest hope that the budget can be balanced 
in other ways, either by expense reductions or other forms of taxation 
which may be less restrictive on the economy. 

Mr. Mitts. In other words, what you are saying is what I thought 
perhaps you meant in the beginning—that a business concern might 
be able to survive for some short period of time with only 30 percent 
of its earnings retained after taxes—but you would not suggest such 
an arrangement as a permanent affair, would you? 

Mr. Biacers. I certainly would not. But I think the fact that the 
President has proposed a 6 months’ extension and the fact that a small- 
business man or a large-business man can look forward with confidence 
to the elimination of this especially oppressive tax 6 months hence 
makes a very great diffrence in his business planning and business 
outlook. If you know a thing is going to stop at a reasonably near 
future date, you can endure it a while longer. 

Mr. Mutts. I commend you for your statement. I think you have 
made a very fine statement. 

The Cuarmman,. Mr. Curtis? 

Mr. Curtis of Nebraska. What is your recommendation on the 
other points in the executive message in reference to cancelling the 
expected reduction in corporate taxes and cancelling out also the 
reduction in excess taxes ¢ 

Mr. Bicerrs. I feel that those measures should be taken if it is the 
considered judgment of the executive and legisltive branches that no 
further expense reductions can be immediately made and that such 
steps are necessary to balance the budget. 

Mr. Kran. You think that ought to be done now and that we should 
not wait until next January or February and leave all the uncertainty 
that would be caused by having the reduction remain on the books 
until just a couple of months before the reduction would take place, 
a reduction which probably would not go through at that time? 
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Mr. Biecers. If I understand your question correctly, I think cer- 
tainty is easier to face in business or in any personal experience than 
uncertainty. So if those changes in the tax law are necessary, the 
sooner we know it and plan for it, perhaps the better. 

Mr. Coorrr. I understood you to say your company now pays 70 
percent. 

Mr. Bieerrs. Yes, sir. We pay the absolute maximum, so I know 
how it hurts. 

Mr. Coorer. Do you pay an excess-profits tax ? 

Mr. Biccrrs. You cannot pay the maximum unless you pay the 
combination of 52 plus the absolute maximum of excess- profits tax. 
As you know, it is 52 plus 30 but never in excess of the total of 70. We 
are at the 70-percent level. 

Mr. Coorrr. That was my understanding. I just wanted to be sure 
the record was clear on that point. 

Mr. Biecers. Thank you. 

The Cuarrman. Mr. Eberharter? 

Mr. Esernarrer. I think you have made a very fine presentation to 
this committee, and I want to congratulate you on it. It was testified 
here yesterday that only about 1 in 8 corporations pays excess-profits 
taxes. Do you think insofar as fairness is concerned and insofar as 
the benefit of the economy of the country at large is concerned that it 
would be better to continue this excess-profits tax for 6 more months 
on these companies that are making these high profits rather than dis- 
tribute an extra burden on the general economy as a whole, generally 
on all the corporations ? 

Mr. Biceers. Yes, sir. If understand your question, that is my 
judgment. I feel that we who are in excess profit for one reason or 
another can stand it for 6 months more better than the 350,000 corpora- 
tions, mostly small, whose earnings have never reached the excess- 
profit rate. 

Therefore, I favor a continuation of the present unsound tax in 
preference to a sudden, explored switch to something that would affect 
more companies, mostly small companies. 

Mr. Exsernarter. And throwing an additional burden right now 
on the 350,000 corporations ¢ 

Mr. Bicoers. Yes, sir. 

Mr. Enernarrer. I think I agree with you on that. I think it was 
important when you said you know of no company that was absolutely 
prevented from continuing in business. We all admit some com- 
panies are restricted from expanding under the exc ae tax, 
but certainly none of them have gone broke because of it. ‘That is 
your position, Mr. Biggers? 

Mr. Biaerrs. Yes, sir; according to my knowledge. 

The Cuamman. Are there any further questions ? 

Mr. Biggers, when Secretary Humphrey last appeared before this 
committee, he mentioned your name as one of the individuals to whom 
he had appealed to support the Treasury’s position for the extension 
of the excess-profits tax. Was the statement whie h you made to me 
a few minutes ago in response to the Secretary’s request / ¢ 

Mr. Bicerrs. No; I am making it on my own initiative. As I men- 
tioned a moment ago, I called the Secretary on another matter, in fact 
asking him if he would speak on a certain occasion to a certain group. 
In the course of that conversation I mentioned my support of the 
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President’s position, much as I dislike this tax and much as it hurt 
our company, and said that if our experience could be of any help, 
I would be willing to testify. I do not recall having testified before 
a congressional committee in a private capacity before, but only when 
I have been in Government service, so it is not a job I seek. 

The CHarrman. I believe you are chairman of the Business Ad- 
visory Council to the Department of Commerce, are you not? 

Mr. Biacers. Yes, sir. 

The Cuamman. Your Council met at Hot Springs recently, did 
it not? 

Mr. Biacers. Yes, sir. 

The Cuarrmman. The New York Times for May 9 under the byline 
of Mr. Charles E. Eagen reported your meeting at Hot Springs as 
follows: 

President Eisenhower today won the full enforcement of top business leaders 
in his demands that a balanced budget precede any reduction in taxes. Members 
of the Business Advisory Council called together to advise the Secretary of 
Commerce on economic affairs conceded that even the excess-profits tax due 
to expire June 30 should be in force until other sources of revenue sufficient 
to meet Government costs were uncovered. 

I want to ask you. At your meeting did your group enact a resolu- 
tion or vote on the specific question of whether or not it was desirable 
to extend the excess-profits tax? 

Mr. Biecers. No, sir. I tried to answer that accurately a moment, 
ago. I would like to repeat it so as to avoid any misunderstanding. 

The first part of this statement is correct where I was quoted. We 
do not feel that tax reductions should be made before a balanced 
budget is achieved or at least in sight. That really was the action of 
the Council. The excess-profits tax was comprehended in their action 
but not specifically mentioned. 

The Cuarrman. No vote was taken on that? 

Mr. Biecers. The tax committee reported that in their belief budget 
balancing should precede any form of tax reduction and there were 
no dissenting votes. It was a voice vote and there were no “Noes.” 

The Cuarrman. The story as reported in the New York Times did 
not correctly reflect the views of the Council? 

Mr. Biaeers. It went a litle bit beyond it in some of the detail. 

The Cuamman. For 1950 would it be correct to say your company’s 
sales came to $170 million? 

Mr. Biacers. Yes, sir. 

The Cuarrman. And that your pretax profit for 1950 came to 
approximately $52 million ? 

Mr. Biecers. Yes, sir. 

The CuatrMan. So that your pretax profit for this year was around 
30.5 percent; is that right? 

Mr. Biacers. I have not figured it percentagewise, but your quotation 
of figures is in line with my recollection. 

The CHamman. For 1951 would it be correct to say your company’s 
sales in round figures came to $176,200,000 ? 

Mr. Biacers. Yes; $176,164,000. 

The Cuarmman. That you pretax profit for 1951 came to approxi- 
mately $48,800,000; is that correct ? 

Mr. Bracers. I have got information here on taxes but not on pretax 
profits, but I am sure you have the correct figures. 
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The Cuatrman. Your pretax profit for 1951 was around 27.8 per- 
cent. ; ; 

For 1952 would it be correct to say your company’s sales in round 
figures came to $166,500,000 ¢ 

Mr. Biaoers. Yes, sir. 

The Cuamman. That your pretax profit for 1952 amounted to 
approximately $36,500,000 ¢ 

Mr. Biecers. Yes, sir. 

The CuarrMan. So that there again your pretax profit was about 
22 percent. In other words, Mr. Biggers, your company has enjoyed 
pretty good pretax profits during the years 1950 to 1952; is that right ? 

Mr. Biocers. Yes, sir; and it has enjoyed them over a long period 
of time because of the ni ture = our business which involves very high 
investment in manufacturing facilities and machinery and we pay the 
highest wages in the industry. By the combination of the two we 
have succeeded in making substantial profits on sales. 

The Cuarrman. In other words, your company is not capital poor 
because of the excess-profits tax, is it? 

Mr. Biceers. It is not capital poor, you say ? 

The CHamman. Yes. 

Mr. Biacers. No. We are cramped but not crushed. 

The CuatrMan. I am deeply concerned. The thing that impresses 
us very much is that every Secretary of the Treasury down until we 
get to Mr. Humphrey—and I have profound respect for him; do not 
misunderstand me. We are very warm personal friends. I always 
respect the opinions of people, even though they may disagree with me. 

It carries great weight with me when I figure that every Secretary 
of the Treasury down through and ine luding even our last President 
has condemned this tax with all the adjectives they could find to show 
it is a bad tax. That makes a very deep impression on me because 
these men are all able and they had a chance to wrestle with this 
proposition. 

The way this impresses me is that here has been an iniquitous tax 
operating at large through our economy over a period of years. It 
seems that its principal business has been to go out and cut the throats 
of small enterprises and stop them from going ahead. 

In other words, it has been a destructive tax. It is called every- 
thing that is bad. Even the President condemns it. I cannot. help 
but feel it is practically immoral for us as a committee here to give our 
O. K. to that type of a tax in the way it affects our economy. 

We have had here the testimony already of about 255 witnesses, 
only 2 or 3 of them, including yourselves, have been in favor of the 
extension of this tax. I have something like 2,500 business enterprises 
that would like to come here and testify against this tax, but we have 
not got the time to put them on the list. 

In spite of all that, you still think the growth of this cancer should 
continue for another 6 months ? 

Mr. Bracers. I think that its brief extension under existing circum- 
stances is the lesser of two evils. 

The Cuamman. Can you tell me definitely just how much revenue 
that is going te provide for the Treasury in view of the refunds and 
the amortization and all of those things and the economic waste that 
goes on under it ? 
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_ Mr. Biccrrs. I know, sir, only their estimates. Their estimate is 
$800 million. I do not have any way of checking that. I presumed 
that when they said $800 million, they were speaking of $800 million 
net. I donot know. 

The Cuarrman. Thank you very much. 

Are there any other questions? 

We thank you for your appearance and the expression of your views 
for the benefit of the committee as you see them. 

The next witness is Mr. Robert A. Yoder, appearing on behalf of 
the Detroit Steel Corp. 

Mr. Yoder, if you will give your name and the capacity in which 
you appear on the record, you may proceed. 


STATEMENT OF ROGER A. YODER, SECRETARY-TREASURER, 
APPEARING ON BEHALF OF THE DETROIT STEEL CORP. 


Mr. Yoprr. Mr. Chairman, gentlemen of the House Ways and 
Means Committee, my name is Roger A. Yoder and | am secretary- 
treasurer of Detroit Steel Corp. Our corporation was organized in 
1923 and has been constantly expanding since that date. As a growing 
corporation, we wish to go on record as opposed to any extension of 
the excess-profits tax. 

We at Detroit Steel recognize corporations must share in the cost of 
government, but believe the share of the burden to be carried by cor- 
porations should and must be distributed proportionately and most 
certainly not collected under a tax statute which is admittedly unjust. 
We do not believe American principles stand for the proposition “the 
end justified the means” and therefore we do not believe American 
principles permit collection of a tax under an unjust statute because 
the revenue so raised might be needed. 

The principal problem is that in order to determine excess profits 
you must first establish normal profits. This can be done only with 
respect to static corporations in a static economy. I think you will 
agree we want no part of either in this country. As the then Secretary 
Vinson said in urging repeal of the World War II excess-profits tax 
law: 

The difficulty is that calling profits excessive does not make them excessive, 
calling profits normal does not make them normal. Normal profits and excessive 
profits look alike ; there is no chemical reagent to distinguish them. 

We are now measuring 1953 excess profits by a standard which 
represents 82 percent of the 1946 to 1949 average base period earnings. 
I ask you, “Is this a realistic standard of measuring excessive profits?” 
If so. when will it cease to be? 1954? 1960? Or when? A bit later 
I shall demonstrate it was unrealistic in certain instances at the 
date of enactment. 

It is clearly recognized that the excess-profits tax retards expansion 
and the investment of private capital. In our case, we entered into a 
#60 million expansion program as a part of this Nation’s prepared- 
ness and have incurred $45 million of debt as a result. Commitments 
were made in light of existing conditions, which contemplated the 
termination of the excess-profits tax as of June 30, 1953. 

Any extension of this tax at this time would seriously affect our 
ability to retire on schedule this very substantial debt and pay a fair 
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return to our shareholders on their investment. Because of the un- 
just and discriminatory nature of this tax and the effect thereof on 
existing and new commitments for industrial expansion, we are di- 
rectly opposed to any extension of the excess-profits tax. 

During the past 1714 years, or continuously since December 31, 
1935, each and every year has had some excess-profits tax impact on 
Detroit Steel; 8 of them, 1936 to 1939 and 1946 to 1949, were base 
period years and for the other 914 years, we paid so-called excess- 
profits taxes. I might add we were twice caught off base because 
of our aggressiveness and failure to recognize we were indulging our- 
selves in the luxury of a base period expansion for which we would 
have to “pay the piper” later on due to our lack of intuition. 

How long must we continue this masquerade ¢ ‘linging to a tax that 
never should have been enacted in the first place? In our opinion, 
the psychological reaction to its final demise will provide such a stim- 
ulus to business that the resulting increased normal tax revenue from 
increased corporate profits will very soon overshadow the revenues 
temporarily foregone by allowing this vicious tax to expire on 
schedule. 

However, should this committee and the Congress vote an extension 
of this tax, we firmly believe it is the obligation of every member of 
this committee and every Member of Congress to see to it that there 
is included in the statute a general-relief provision to bring about a 
correction of some of the more gross inequities which are embodied 
within the framework of the excess-profits tax as it presently exists. 

I do not believe the need for a general-relief provision could be 
more clearly demonstrated than by the facts existing in our own 
specific case. Detroit Steel entered into an agreement on the 11th of 
October 1949, with Portsmouth Steel Corp. for the purchase of all 
the fixed assets and inventory of Portsmouth. This acquisition was 
made in the following manner: 

(a) Items purchased—land, plant, buildings, and equipment. Con- 
sideration paid, solely for stock in Detroit. 

(6) Items purchased—inventories and supplies. Consideration 
paid, cash. 

Following this acquisition, effective June 1, 1950, Portsmouth’s 
assets consisted primarily of cash and securities and it was without 
productive assets or any particular form of business, yet it possessed 
an excess-profits tax credit of approximately $6,500,000, measured by 
normal earnings from 1946 through 1949 for the facilities sold by it 
and acquired by us. We at Detroit Stee 1, on the other hand, as the 
acquiring corporation, enjoy no credit for the increase in capacity 
represented by the facilities purchased. 

Without the acquisition of the Portsmouth facilities, our excess- 
profits tax credit based on average earnings is $6,509,346 and with 
the acquisition, our credit based on ave ‘age earnings is likewise 

$6,509,346. The inequity of our continuing to have the same credit 
based on earnings is set forth in the following comparative figures 
which clearly reflect the situation immediately before and imme- 
diately after the acquisition : 
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| | Percent 
1949 1950 | to 1949 
Silla ” sh Hicindlitlainielr inca anatase polit deutelevalanetes 
Sales ; Bb st de .-----| $28,007,571 | $92, 949, 234 | 332 
Cost of goods sold nip - 21, 477, 528 $73, 740, 362 343 
Profit before Federal taxes on income. _..--- é a $5, 083,907 | $17, 208, 354 338 
Products shipped to customers | 
(a) Steel p oducts, net tons : 204, 250 | 805, 689 | 394 
(6) Coal, coke, and byproducts, net Gees None 260, 1665 }...4-:<.-- 
Payrolls - ° se $2, 956, 913 $18, 787, 314 | 635 
Number of employees ‘ btabstehnckdpotectud dace 721 | 5, 110 7 
Credit per dollar of sales based on averages 
| Before acquisi- | After acquisi- | Percentage 
| as 
tion | tion | period 

Sales . bewsh dts Weences ------++-.~-- |! $26, 730, 258. 00 | | $02, 949, 234. 00 361 
Credit - won . batman 6, 509,346.00 | 6, 509, 346. 00 100 
Credit per dolla ar of sales__ . 25 | .07 36 
Norma! credit had Detroit Steel owned and operate d Ports- | 

mouth facilities _... ----------------| 6, 509,346.00 | 2 13, 000, 000. 00 200 

| | | 








1 Average base period sales, 1946-49. 

2 Approximate. 

The House, at the time of enactment of this tax and subsequent 
amendment thereof, stated it recognized— 
the tax must not interfere unduly with the expansion of the industrial capacity 
of the Nation. Extensive relief provisions have been incorporated * * * which 
it is believed will alleviate promptly most hardship cases which may arise under 
this tax. 

We submit the Excess Profits Tax Act of 1950, as amended, does not 
attain the stated objectives in many cases, and most certainly in the 
case of Detroit Steel. As shown, our expanded productive facilities 
made possible a 332 percent increase in sales from 1949 to 1950, and 
we do not have the benefit of a normal level of earnings for these 
facilities on which to compute our excess-profits-tax credit. 

Part II of the Excess Profits Tax Act provides for the passing of a 
credit from a selling corporation to an acquiring corporation under 
certain circumstances and relates in general to tax-free exchanges. 

Part IV likewise provides for the transfer of credits from a selling 
to an acquiring corporation, providing the selling corporation imme- 
diately liquidates. 

Other provisions in the code provide for growth and relief under 
specified circumstances, none of which are applicable to situations such 
as ours. 

The inequity is more apparent when it is realized we meet all of the 
requirements of sections 461 (a) (1) (B) as an “acquiring corpora- 
tion,” as far.as productive facilities are concerned, the sole considera- 
tion paid therefor being stock of Detroit Steel, and we are only dis- 
qualified from obtaining a proper credit, as an “acquiring corpora- 
tion,” because inventories and supplies were purchased for cash. 

Had inventories and supplies been purchased in the a market 
or in a separate transaction, the provisions of section 461 (a) ould 
apply a we would have a reasonable excess-profits-tax credit. The 


excess-profits-tax credit which would then be available to us would be 
that represented by the actual earnings for 1946 through 1949 of the 
combined facilities, which have been operated by us through the 
excess-profits-tax years. 
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As the law now stands, our credit falls short of such an equitable 
credit by about $6,400,000 per year. 

The figures recited and the facts relating to our acquisition of the 
Portsmouth assets clearly demonstrates the inequity of the excess- 
profits tax as applied to Detroit Steel. But that is not all. Also dur- 
ing the latter part of the base period we created in New Haven, Conn., 
a complete new rolling-mill operation. We did so because of antici- 
pated profitable operations there. 

We were absolutely correct in our appraisal of the profit potential. 
However, our timing was very bad in this instance, too, because this 
operation was not completed in time to contribute to the base-period 
experience. It has made a handsome contribution to our increased 
sales and so-called excess-profits net income during the past 34 years. 

We believe ours is a situation which requires specific consideration 
under a general relief provision. We recognize it is impossible for 
your committee and the Congress to write a tax statute such as the 
excess-profits-tax statute without creating some inequitable situations. 
We therefore consider that it is the duty of your committee and the’ 
Congress to provide for specific consideration of the inequities that 
might be created and to provide for the elimination of such inequities 
through the means of a general relief provision. 

I will not attempt to propose the specific language of such an amend- 
ment, as adequate language has already been submitted to your com- 
mittee by one of your members, namely, Representative Simpson, in 
House bill H. R. 610, introduced January 3, 1953. 

In summary, it is the firm conviction of the management of Detroit 
Steel that the best interests of the country will be served by termination 
of the excess-profits tax on June 30. However, if the tax is to be 
extended, it most certainly is the obligation of each and every member 
of the committee to see to it that a ge oneral relief provision be enacted 
to eliminate gross inequities such as exist in our specific case. 

The Cuatrman. That concludes your statement ? 

Mr. Yoprr. Yes, sir. 

The Cuairman. It is a very fine statement. 

I am sorry about your proposal for relief, but the Secretary of the 
Treasury is very much opposed to any relief measures being attached 
to any of the excess-profits tax. 

Thank you very much. 

Are there any questions ? 

Mr. Eneruarter. | would like to ask on what technical point could 
you not get credit for the excess-profits tax of Portsmouth Steel ? 
Would you explain it briefly ¢ 

Mr. Yoorr. Under one section the selling corporation has to liqui- 
date, thereby insuring, I presume, that there could not be : any double 
use of that credit. In this instance Portsmouth Steel has never used 
the credit. Neither one of us has had advantage of it. 

Mr. Esernarrer. They could use it. 

Mr. Yoper. They could. 

Mr. Exsernarrer. But they have nothing to use it with, no facilities 
whatsoever ¢ 

Mr. Yoper. That is right. We contend, inasmuch as we now own 
all of those facilities which contributed to that credit, that it should 
more logically rest with us than with them. 

35078—53-—-34 
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Mr. Esernarter. It would seem logical if they have no way of using 
the credit. 

Mr. Yoprr. Legally if they engage in business, the credit is theirs 
and could be used. It is just one of ‘the m: iny inequities you encounter 
when you set up a tax of that character 

Mr. Exernarter. Thank you. 

Mr. Kean. What has happened to Portsmouth Steel? Is it still 
making steel / ; 

Mr. Yonprr. It is not carrying on any business activities at all. 
Their assets are limited to cash and securities. 

Mr. Kran. In other words, the majority stockholders are continuing 
it as a sort of a holding company, and if they liquidate, there would 
be certain taxes they would have to pay ? 

Mr. Yoprr. They would like it to continue as a holding company. 

The Cuarrman. Mr. Mills will inquire. 

Mr. Mitts. I do not want to dampen the ardor of the witness, but 
i question very much whether he would actually get relief under a 
section 722 provision if we had one. 

The committee has looked very carefully, on several occasions, into 
this very problem you present to the committee. It is a perplexing 
one as to what to do when a corporation continues to exist after the 
corporation has disposed of its assets, and when there is no tax-free 
transfer. It is a problem as to what to do, but I question in my own 
mind you would get the relief you want if we did enact a section 722. 

Mr. Yooer. Mr. Mills, the whole thing could be handled very nicely 
by letting this law expire on June 30. 

Mr. Muss. I thought probably your only relief would be in the 
expiration of the law. 

Mr. Yoprr. We present this case because we think we have been 
penalized through no fault of our own. Maybe there are problems. 
You just cannot by legislation cover every situation that may come 
to pass, but you certs Linky can avoid the discrimins ition by taxing one 
corporation at higher rates than another in the same business doing 
the same volume of business and making somewhat the same profit 
by getting rid of the law. 

Mr. Mitts. Don’t misunderstand. It is not this committee that origi- 
nated the idea of extending the tax. 

Mr. Yoper. I realize that. 

The Cuatrman. Are there any other questions? 

We thank you very much. 

The next witness is Mr. Ellsworth C. Alvord of Alvord & Alvord. 

We are glad to welcome you here. You at one time had a very im- 
portant connection with this committee. Please give your name and 
capacity. 


STATEMENT OF ELLSWORTH C. ALVORD, APPEARING ON BEHALF 
OF ALVORD & ALVORD 


Mr. Atvorp. My name is Ellsworth C. Alvord, of Washington, D. C. 

Mr. Chairman, if I may, I would like to follow prior practice: and 
file my written statement for the record and then cover just a few 
points extemporaneously. 

The Cuamman. Without objection, it is so ordered. 

(The statement referred to follows :) 
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et 
STATEMENT BY ELLSWoRTH C. ALVORD ON EXTENSION OF THE EXcEesSS-ProFiTs Tax 


INTRODUCTION 


Mr. Chairman and members of the committee, I endorse the views of President 
Eisenhower who, in his message to the Congress, said that the excess-profits tax 
“penalizes thrift and efficiency and hampers business expansion.” 

I endorse the views of Secretary Humphrey who, in his testimony before you, 
characterized the tax as “inequitable” and “iniquitous.” 

i endorse the views of Under Secretary Folsom, who told you in March that 
it is ‘a very bad tax.” 

I endorse the views of your chairman, who said: 

“First. The excess-profits tax is a tyrannous repression of industria! 
expansion. 

“Second. It is a tax on efficiency * * *. 

“Third. The tax subsidizes waste and poor management * * *. 

“Fourth. The excessive-tax rate discourages business expansion * * *. 

“Fifth. The tax discriminates against small, growing companies * * * 

“Sixth. The tax is inflationary * * * 

“Seventh. The tax discourages investment in business. 

I have frequently given this committee my views on excess profits taxes gen- 
erally and on the specific tax under discussion. No true excess profits tax has 
ever been devised. None can be. The present law multiplies and accentuates 
the defects and weaknesses of our prior laws and adds no imporvement. It was 
intended to impose a confiscatory tax upon normal profits. It does. It is un- 
necessarily severe, unjustifiably arbitrary, and ruthlessly discriminatory. It 
was intended to restrict research and development, prohibit progress, penalize 
growth, strangle small business, shackle the successful, stifle competition, and 
promote monopoly. It has succeeded—perhaps better than its ardent advocates 
had hoped. 

Our strength and our security depend upon a sound, prosperous, expanding 
economy. This includes a tax system which permits new businesses, new ven- 
tures, new products, new markets, new opportunities, new investments—a sys- 
tem under which we and our children can work, save, grow, develop, progress, 
and prosper; support our churches, our schools, our charities; help our neigh- 
bors; and protect ourselves from our enemies. 

For too long we have been on the wrong road, going in the wrong way. 


FUNCTION OF AN EXCESS PROFITS TAX 


In periods of extreme emergency, it may be necessary to control wages, sal- 
aries, prices, and rents. At such times; every effort must be made to control 
profits. That is the true and only function of an excess profits tax. It is not, 
and should not be, a revenue measure. 

(This committee will recall that the Treasury never attempted to justify the 
present misnamed law as an excess-profits tax. Secretary Snyder carefully 
refrained from thus referring to it. He always called it a “profits tax”.) 


REVENUES INVOLVED 


The Treasury estimates that the extension of the present law through calen- 
dar 1953 will produce $800 million in additional revenues. I point out: 

(1) The present law, with.all its vicious provisions, has been a small revenue 
producer. It was first estimated to produce more than $4 billion a year and 
now the.estimate is only about half this amount. 

(2) Increased revenues invariably result from reasonable tax reductions. 

(3) The Treasury could lose much more in net revenues than a 6 months’ 
extension of the present law could possibly produce. For example, any appre- 
ciable decline in corporate profits (they dropped from $42.9 billion in 1951 to 
$39.7 billion in 1952), or in indivdual incomes, would more than offset the esti- 
mated additional revenues. 

(4) Present policies directly affect future revenues—which are as important 
as present revenues. 

(5) The estimate of probable yield seems high, and an estimate of no net yield 
over the next 2 or 3 years might well be justified. 

(6) The cash deficit for the present fiseal year will not be shocking, even 
though tax refunds have been speeded up to the extent of about $600 million, 
a most commendable policy. 
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(7) Many businesses are already forced to borrow from the banks to pay cur- 
rent taxes accruing under present law and increased borrowings may not be 
possible. 

EXPIRATION DATES 


The Treasury recommends that the present excess-profits tax (so-called) 
should expire on December 31 of this year, the date on which the 1951 increases 
in individual taxes expire. This position seems to overlook the fact that the 
excess-profits tax became effective on July 1, 1950, while the individual increases, 
which presently expire December 31, 1953, became effective November 1, 1951. 

The Treasury states that the present excess-profits tax really does not expire 
under present law on June 30 of this year, but continues throughout the calendar 
year at half rate. This position overlooks the fact that the tax actually does 
expire for every corporation with a fiscal year beginning after June 30 of this 
this. 

BALANCING THE BUDGET 


Everyone interested in stopping inflation knows that the Federal budget must 
be balanced, that deficit financing must end, and that there must be no delay in 
getting control of expenditures and in adopting sound fiscal policies. Only the 
advocates of mild or controlled inflation are in the opposing camp, where they 
always have been. On the other hand, no student of Federal fiscal affairs has 
expected the new administration to balance the 1954 budget with $112 billion 
of unexpended appropriations on the books at the time it took office; with $80 
to $100 billion of commitments; with spending programs matching the 1943 
cost of World War II; and with deficits variously estimated for this and the next 
fiscal year in excess of $10 billion each, notwithstanding tax burdens raising 
$25 billion annually in excess of the highest revenue yield during World War II. 
It will take more than a matter of months for the new administration to get 
control of the fiscal affairs of your Government. The administration is to be 
congratulated and commended for the progress it is making. But no one should 
expect too much too soon. 

Assuming that $800 million of new money are involved (12 percent of the esti- 
mated deficit), can one weigh the effect of borrowing that amount and the effect 
of the continuation of the excess-profits tax, and determine which way the 
scales swing? 

Furthermore, it might be well to await the action of the Congress on appro- 
priations for the next fiscal year. It is possible that the Congress may limit next 
vear’s spending to less than the present estimate of $74.1 billion. Certainly, it 
is to be hoped that the administration will succeed in efforts to do so. 


POSSIBLE ADDITIONAL REVENUES 


In its consideration of additional revenues by increasing tax burdens, this 
committee may wish to consider sources of additional revenues with no increase 
in taxes. I suggest the following: 

(1) Cut the capital gains rate in half. The damage done to investment 
policies and attitudes cannot be repaired too soon. The stimulus to private in- 
vestment and risktaking will soon produce substantial revenues. 

(2) Encourage private investment abroad, particularly in those countries 
which need and want foreign capital. Bilateral treaties can be negotiated with- 
out delay, and existing roadblocks (including but not limited to tax barriers) 
removed. The result if the effort is unsuccessful: No cost to us. The result if 
the effort is successful: Increased revenues for us; rising standards of living, 
decreasing poverty, improved health, mere contentment; for them; enduring 
friendships, with lesser risks of revolution, communism, and war, for both of us; 
available and reliable sources of minerals, materials, dnd. goods we must import ; 
and private investment will be replacing Government aid, a direct saving in 
dollars for the Treasury. 

(3) Determine the deficiencies properly due wnhder present law and collect 
them. For years, the Bureau of Internal Revenue has been overlooking issnes 
which involve aggregate deficiencies of very Substantial amounts. In addition, 
refunds have been allowed which should be offset. It is basically a problem of 
personnel—selection, training, guidanee, and supervision, But it is a problem 
which can and must be solved. ‘ 
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THE ISSUE 


The decision of the administration to recommend a continuation for 6 months of 
the present so-called excess-profits tax must have been based upon policies with 
which I am not familiar. I am, therefore, not in a position to express an opinion 
upon them. 

The issue presented to this committee is: 

Is there any present justification for continuing in effect a tax which is as bad 
and as vicious as the present law? 

I am confident that this committee will meet this issue squarely and will reach 
the right answer. 

DEFECTS IN THE PRESENT LAW 


The so-called Excess Profits Tax Act of 1950—the act now under considera- 
tion—was rushed through Congress in less than 2 months, in obedience to a man- 
date imposed on the tax-writing committees. You gentlemen know that you 
were not allowed enough time to consider and meet the problems and policies. 
You know that the act was slapped together so hurriedly that it was and is full 
of provisions the effect of which was not considered. Many of you fought against 
this procedure but could not prevent it. 

Up to this date, this committee has failed to review and attempt to correct 
the most glaring and unintended defects of the act. In considering the Revenue 
Act of 1951, you refused to hear testimony on the excess-profits tax. Some of 
the most pressing problems were eventually corrected by Senate amendments 
to the 1951 act, but these amendments were necessarily limited and hurriedly 
prepared. 

Again, in 1952, this committee refused to consider excess-profits tax amend- 
ments. During the whole year only one bill was passed which contained excess- 
profits tax amendments. One of these amendments was an attempt to handle 
the branch loss problem, an amendment which has been helpful but which has 
proved to be inadequate and uncertain in its application. 

This may be the last chance for this committee to make a thorough study of 
the present law and correct, retroactively, its obvious defects—whether or not 
the tax is extended. 

Without attempting to give you a complete list, or even to list the most im- 
portant, here are 32 defects in the present law which need correction : 

1. The net operating loss deduction is allowed in determining the amount of 
income subject to excess-profits tax during a particular year. But if the tax- 
payer has no income subject to excess-profits tax for the year, the net operating 
loss deduction is not allowed in computing the unused excess-profits credit to be 
carried over to other years. There is no reason why the net operating loss de- 
duction should not be allowed in one case as well as in the other. 

2. An unused excess-profits credit which is carried over to a short taxable 
year is applied against the income of the short year after the income has been 
annualized on a 12-month basis. As a result, the unused credit is reduced by 
more than the amount of the income in the short taxable year, so that the 
taxpayer loses part of the benefit of its unused credit. 

3. Deductions on account of the retirement of bonds are not allowed in de- 
termining income subject to excess-profits tax. These deductions clearly re- 
duce net income, and a taxpayer should not be denied them merely because 
similar deductions by other taxpayers during the base-period years do not reduce 
their credits. 

4. Taxpayers are not subject to excess-profits tax on blocked foreign income 
which was earned before the excess-profits tax came into effect and which be- 
comes unblocked during an excess-profits tax year. But this treatment is 
limited to blocked income which meets the technical definition of income from 
foreign sources. Consequently other income, which does not meet the definition 
of income from foreign sources, is not excluded even though it was earned 
prior to the excess-profits tax and its receipt was blocked by a foreign country 
until an excess-profits tax year. 

5. Taxpayers using the $25,000 minimum excess-profits credit and taxpayers 
subject to the excess-profits tax ceiling are required to forego part of their 
deductions for interest on borrowed capital, even though they do not obtain 
any benefit from their borrowed capital in computing their excess-profits taxes. 

6. Base-period income is not a fair measure of normal earnings if the tax- 
payer deducted research and development expenses during the base period and 
these expenses did not result in increased income until after the base period. 
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The present tax recognizes this in the case of television broadcasting but not 
in other cases. Base-period expenses for research and development of new or 
improved products and services should not reduce base-period earnings for 
purposes of computing the income credit. 

7. In certain circumstances taxpayers computing their base-period earnings 
are permitted to disregard deductions from gross income which resulted from 
abnormal expenses during the base-period years. However, if the abnormal 
expenses were treated as cost of goods sold so that they were taken into account 
in computing gross income, instead of being deducted from gross income in com- 
puting net income, the taxpayer is denied this right. 

8. Under the World War II law all base period casualty and abandonment 
losses were disregarded in computing base-period earnings. Now, however, these 
losses may be disregarded only to the extent that they exceed 115 percent of 
their average for the 4 previous years, and then only if this excess is more than 
5 percent of average base-period income. Casualty and abandonment losses 
are abnormal in full and should be disregarded in full in computing base-period 
earnings. 

9%. Abnormal deductions of any type during the base period may be disre 
garded in computing base-period earnings only to the extent that they exceed 
115 percent of deductions of the same type during the 4 previous years, and 
then only if this excess is more than 5 percent of average base-period income. 
The fact that only the portion of the abnormal deductions which exceeds 115 
percent of the 4-year average may be used to meet the 5-percent test is a 
gross discrimination. 

10. The present provision for the elimination of base-period losses of a branch 
of the taxpayer's business in determining the income credit requires the losses 
from each such branch to exceed 15 percent of the taxpayer’s base-period income 
from other operations. If the taxpayer had two branches, each of whose losses 
were 10 percent of base-period income, neither will qualify. If the taxpayer 
started a new business late in the base period and operated it at a loss, it 
would be virtually impossible for this loss branch to qualify, because its losses 
would have to exceed 15 percent of the income from other operations for the 
entire base period, not merely for the years the new branch was in operation. 
No relief is given unless the loss branch was in a different industry group 
from the taxpayer's other business, although all branches operated at a loss 
have the same disastrous effect on the taxpayer’s excess-profits credit, regardless 
of their industry classification. 

11. A big share of the problems under the present excess-profits tax were 
created by failing to include 1950 as a base-period year. . Earnings for 1950, 
possibly discounted by 15 percent, should be included in the base period for 
purposes of determining the income credit for 1951 and subsequent years. 

12. Although the growth alternative, or something like it, is admittedly neces- 
sary to provide a fair income credit for a corporation which grew during the 
base period, taxpayers with more than $20 million of total assets are not per- 
mitted to use the growth alternative. 

13. Taxpayers which were so unfortunate as to have a short taxable year as 
1 of the 2 years immediately preceding their first excess-profits-tax year have their 
base period capital additions limited to those acquired during a period which 
may be as short as 13 months instead of the normal 24-month period. 

14. Increases and decreases in borrowed capital are determined by comparing 
average borrowed capital during the current year with borrowed capital on a 
single day—the beginning of the taxpayer’s first excess-profits tax year. If 
borrowed capital happened to be at seasonal peak on that day the taxpayer au- 
tomatically suffers a capital reduction even though the size of its business re- 
mains ‘unchanged. 

15. If a taxpayer has an increase both in equity capital and in borrowed cap- 
ital and uses some it its new funds to buy inadmissible assets, the excess-profits 
tax law presumes conclusively that the new equity capital was used to buy the 
inadmissible assets, instead of prorating the inadmissible asset adjustment be- 
tween the two types of new capital. ; 

16. In order to prevent duplication of excess-profits credits, a taxpayer’s credit 
is reduced for loans and additional equity capital advanced to subsidiaries. This 
adjustment is made, however, even though the subsidiary is a foreign corpora- 
tion which is not subject to the excess-profits tax, so that there is no possibility 
of a duplication of credits. 

17. Needless complications are introduced into the excess-profits tax by treat- 
ing treasury stock, in certain poorly defined cases, as an asset of the taxpayer. 
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Certainly there is no reason for treating treasury stock bought in before the 
beginning of the base period as anything other than a reduction in the capital 
of the taxpayer. 

18. Taxpayers using the historical method of computing the invested capital 
credit are limited to their bracket rate of return on new capital, which may be 
8, 10, or 12 percent, while all other taxpayers are allowed a full 12 percent 
rate of return on new capital. There is no reason why taxpayers electing the 
historical method should be forced to suffer this disadvantage. 

19. Taxpayers are forced to endure the needless complications and, in some 
cases, the unfair provisions involved in the treatment of inadmissible assets, all 
of which could be avoided in many cases by permitting taxpayers to treat all 
assets as admissibles on condition that they include the income from all these 
assets in excess-protits net income. 

20. If one of the three highest base-period years is affected by abnormal events, 
the taxpayer May substitute the industry rate of return for its actual earnings 
during that year. However, if more than 1 year is affected the taxpayer is not 
allowed to substitute the industry rate for 1 vear. Instead, the taxpayer is re- 
quired to shift over to a different method of computing the credit, which re 
quires the use of substitute figures for the whole base period. 

21. The relief designed to help taxpayers affected by abnormal events in a 
base-period year is not available to the taxpayers who were affected worst 
by abnormalities, because if the abnormalities were so great as to reduce the 
income of the year affected below that of any other base-period year the tax 
payer is not allowed to take that year into account in determining whether he 
is entitled to relief. 

22. The relief designed to help taxpayers whose credits do not fairly reflect 
new products or services is not available unless the new operation was begun 
during the last 3 years of the base period, thus disregarding the fact that it often 
takes much longer than 3 years to put a new product on a profitable basis and 
ignoring an obvious opportunity to help solve the problem of determining a fair 
credit for new products commenced during the excess-profits-tax years. 

23. Taxpayers qualifying for new product or service relief are required to 
determine their credits as of the close of the first year in which they qualify. 
This has the peculiar result that other taxpayers who do not qualify as quickly 
are entitled to larger credits because they have had a longer time to build up 
the size of their businesses. 

24. Qualification for relief because of increased capacity is determined by 
measuring the taxpayer’s increase in capacity during the last 36 months of the 
base period. But relief is measured by applying the industry rate of return to 
the taxpayer’s assets at the beginning of its first excess-profits-tax year. In 
the case of some fiscal-year taxpayers, the beginning of the first excess-profits-tax 
year may be as much as 5 months before the end of the 36-month period in 
which the increased capacity is measured. Thus, all or a part of the increased 
capacity which entitles these fiscal-year taxpayers to relief may not be included 
in determining their credits. 

25. Taxpayers computing their excess-profits tax under the new corpora- 
tion provision during their first 3 years are required to make a double adjust- 
ment for interest which may amount to as much as 175 percent of their interest 
payments. 

26. Relief measured by average industry rates of return is often erratic and 
is of little or no help to a taxpayer which has consistently been more efficient 
than the average. A taxpayer’s own individual rate of return in normal years 
is a more accurate measure of normal earnings, and taxpayers qualifying under 
relief provisions should be allowed to elect to use their individual rates of 
return in lieu of the average industry rates. 

27. Some taxpayers eligible for relief based on the average rates of return 
of their industries are classified in “miscellaneous” industry groups which in- 
clude businesses as diverse as watches and buttons, so that their average in 
dustry rates of return are meaningless. 

28. If certain classes of income are abnormal in kind or amount, such income 
is treated, for excess-profits-tax purposes, as though received in the years to 
which it is economically attributable. The present law, in describing the 
classes of abnormal income, drops all reference to income from research or de 
velopment and income from termination of a lease, although these two classes 
of income were specifically enumerated in the World War II law. Abnormal in- 
come of these two types should be treated in the same manner as other abnormal 
income. 
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29. The relief provision for television broadcasters does not provide for the 
application of part II (tax-free reorganizations) in the case of reorganizations 
occurring after the close of 1950, with the result that a television broadcasting 
corporation which is a party to a reorganization after that time must give up the 
benefits of part II in order for the television broadcasting section to remain appli- 
cable. Furthermore, the Bureau has published proposed regulations which deny 
the benefits of the television broadcasting section after a post-1950 reorganization, 
whether or not the taxpayer chooses to use part II. 

30. In the case of several of the alternative relief provisions, including those 
relating to increased capacity, new corporations, and depressed industries, tax- 
payers previously entitled to their benefits may lose them by acquiring other cor- 
porations in tax-free reorganizations—even though the base-period earnings of 
the corporations acquired may have little or no effect on the credits of the 
acquiring corporations. 

31. The antiduplication provisions in part II of the excess-profits tax, relating 
to tax-free reorganizations, have been interpreted so as to deny a taxpayer the 
right to use the earnings experience of a component corporation it has acquired, 
even though the taxpayer has no base-period earnings of its own for the same 
period and even though the component corporation’s stock has been purchased 
out of earnings and profits accumulated since the close of the base period. 

32. Taxpayers using the income credit are required to apply the extremely 
complex rules of part III of the excess-profits tax to adjust the basis of assets 
received in intercorporate liquidations, even though the liquidations occurred 
before the beginning of the base period. And they are required to make these 
adjustments with respect to liquidations occurring after the beginning of the base 
period, even though they compute their credits under part II, which provides 
adjustments of its own which render the part III adjustments unnecessary. 


SECTION 722 

Having cataloged a few of the defects of the present excess-profits tax, a Wu:u 
is advisable on the desirability of enacting a general relief provision similar to 
section 722 of the World War II excess-profits tax. The evils of an excess-profits 
tax cannot be cured by tacking on to it a catchall relief provision written in gen- 
eral terms, with poorly defined standards, and requiring unlimited administrative 
discretion. Section 722 did not work during World War II. It would not work 
now. 

If any action is taken on section 722, it should be action directed toward clean- 
ing up the huge backlog of section 722 cases which are still pending from World 
War II. A small group of negotiators should be appointed and given full author- 
ity to settle these cases on the basis of a realistic appraisal of their merit. It 
would be futile to have their proposed settlements reviewed by the men who 
reviewed and rejected the claims in the first place. 

Mr. Axrvorp. I have not been asked to testify. I have not been 
asked not to testify. I have appeared before this committee in its 
hearings on tax legislation I think for some 21 or 22 consecutive 
years. ’ ; 

I hope I can be of some assistance in helping this committee to 
analyze the issues confronting it. 

I might first point out that the excess-profits-tax laws which were 
condemned by Secretary Glass and Secretary McAdoo and Secretary 
Vinson were in every case much better laws than your present law. 
Your present law is called an excess-profits tax, but it is not and was 
not intended to be. 

I merely recall to your mind the fact that Secretary Snyder re- 
frained wisely and knowingly from calling this thing an excess- 
profits tax. Instead, he called it a profits tax. It is merely the 
. *,* . Y 2 
imposition of confiscatory rates on normal profits. The only thing 
I can say in defense of the present law is that you gentlemen were 
not given adequate time to attempt to work out something better 
than the World War II act. Furthermore, you have been unable to 
consider the present law and necessary amendments to it since its 
enactment. 
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Its defects are many. I set out a large number of them in my writ- 
ten statement, and I will not go into them now. I point out to you 
that a true excess-profits tax has never been dev ised; I do not think 
it. ever will be. 

Let us consider the true function of a so-called excess-profits tax. 
In my opinion an excess-profits tax must not be relied upon as a reve- 
nue ye and I do not like to see any government rely for revenues 
upon a so-called excess-profits tax for any period of time. 

The true function of an excess-profits tax is quite simple. In times 
of extreme emergency, such as a very serious war, when the economy 
of the country is upset, when normal laws of supply and demand 
cannot operate, it then becomes necessary, for the period of the emer- 
gency only, to control prices and to control rents; and in order to 
control prices you must control wages and salaries. 

In order to convince the public that you are seriously embarked 
upon a control program you must sell the public on the policy of at- 

tempting to control profits. The excess-profits tax is the instrument 
which is used primarily to control profits. 

During World War II it is quite true we had a renegotiation law 
which was designed to control profits after taxes on war contracts. 
We still have that law in force. As I have frequently suggested to 
you, I think a tremendous administrative saving can be had if the 
Renegotiation Board is restricted to a determination of excess profits 
after taxes. Iam quite convinced that the Renegotiation Board will 
have substantially nothing to do if that should be the policy. 

Control of profits in an extreme emergency is the only function, 
the only ‘ustific ‘ation, that I know of for an excess-profits tax. 

Of course I share the feeling of the chairman and all you gentlemen 
with respect to the Secretary of the Treasury and the Treasury’s staffs 
and the present administration. But let me point out two statements 
which the Secretary made in support of the continuation for 6 months 
of the present law. 

First, he stated that the present law, the so-called excess-profits tax, 
should expire on the same date as the 1951 increases in individual taxes. 
If that is based on political considerations, I cannot help him. But 
I point out to you that the present excess-profits tax, so-called, become 

lective on July 1, 1950, and the increases in individual taxes, which 
are to expire at the end of this year, became effective on November 1, 
1951, some 16 months later. 

So there certainly is no logic which says that it is improper to 
adhere to the expiration date fixed in the Excess Profits Tax Act and 
likewise adhere to the expiration date of the 1951 increases. Politi- 
cally it may be necessary to bring the expiration dates together. On 
that I cannot help you. You gentlemen know that field and I do not. 

One other statement which the Secretary made was that, after all, 
the excess-profits tax does not expire on the 30th of June 1953. All 
that happens is that the rate is reduced by 50 percent, and we have 
a 15 percent excess-profits tax applicable throughout the calendar year 
1953. I point out to you that, with respect to fiscal year corporations 
having a fiscal year beginning any time after June 30 of this year, the 
excess- -profits tax, the present law, will expire at the close of their 
present fiscal year, rather than continuing until the close of this cal- 
endar year. So the proposed extension is not merely a continuation 
of a 30 percent tax in leu of a 15 percent tax. It would mean, for 
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example, that some fiscal year corporations would be subject to ex- 
cess-profits tax until December of 1954 and would still be filing excess- 
profits tax returns on February 15, 1955. 

I think there is possibly one field in which I might be of some help. 
All of us, realizing the fiscal situation confronting this country, have 
tried to determine what could be done. Sources of additional reve- 
nues are actually dried up. There just isn’t any source that can pres- 
ently be tapped to produce any substantial amount of revenue in any 
reasonable way. 

However, there are ways in which additional revenues can be pro- 
duced without the imposition of additional taxes. I am looking just 
a bit ahead. No. 1 (this would require legislation; the others will 
not): The Secretary made no recommendation that I heard with re- 

spect to the expiration of the increase in capital-gain tax. It seems 
to me that very substantial additional revenues would, over the course 
of the next few years, be produced—and I point out to you that reve- 
nues over the next few years are at least as important as revenues this 
year—if you would reduce the capital-gain tax rate to a practical fig- 
ure. I would cut in half. 

The inspiration, the confidence you would give potential investors, 
the confidence you would give to people who want to do things, would 
produce very substantial revenues within the next few years. After 
all, your capital-gain tax is not a revenue producer, anyway. You risk 
no loss of revenue as a practical matter, and you stand a big chance 
to get substantial revenues even with your other high rates in force. 

A second recommendation follows ideas developed at the meetings 
of the Fiscal Commission of the United Nations last month, which I 
attended as a delegate from the International Chamber of Commerce. 
It is a field in which we have been working for 30 years. But this 
year very substantial progress was made. It has to do with foreign 
trade. 

I congratulate this committee on reporting out its reciprocal trade 
agreements bill, but there are other things that can be done to pro- 
mote foreign trade. 

There are countries which need and want American capital. I do 
not have to remind you gentlemen that there are tremendous prob- 
lems involved in a determination as to whether to go into a foreign 
country or to increase your investments in a foreign ‘country. 

Those problems must be settled satisfactorily. One of them, of 
course, is the tax consequences. I think we could well afford to start 
immediately on bilateral agreements with those countries which want 
American money, and into which we think we would like to put Ameri- 
can money. Execute treaties which will be in effect for a long period 
of time, which will answer in large part many of the problems that 
exist, and which will specifically answer the problem of the tax con- 
Sseque nces, 

This is not the problem with which you gentlemen are familiar, of 
double taxation, and of foreign tax credits, “and of nondiseriminatory 
tax methods. This is a problem of creating a climate under which 
American capital can go abroad. In my opinion, it can be done only by 
bilateral agreements with those countries who want. us abroad. 

Now let’s take a look at it. Suppose we try it and fail. It has cost 
us nothing. Suppose we try it and it is successful. There will be 
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very substantial revenues flowing to the United States as a result of 
increased activity in the United States. 

But much more important, there should be and will be—it almost 
invariably follows—a very substantial increase in the standards of 
living for the people in the so-called underdeveloped countries, more 
happiness, better health, better education, better economic satisfaction, 
which, so far as I know, is probably the greatest and only defense 
against the spread of communism. 

In addition to that, from a pure dollars and cents point of view, 
if we can replace Government aid with private investment, the Treas- 
ury benefits doubly. First, it does not pass out the dollars in economic 
aid, and second, it collects a tax on income that otherwise would not 
be created. I know of no reason why that program cannot be initiated 
promptly. 

If I may, Mr. Chairman, I might insert in the record at this time the 
resolution of the Fiscal Commission together with some remarks that 
I made in the course of the adoption of that resolution. 

The CHarrMAN. Without objection, it is so ordered. 

(The resolution referred to follows :) 


SUMMARY OF Mr. ALvorp’s REMARKS 


INTRODUCTION 


\ “working group” had been appointed to consider a resolution referred to the 
Fiscal Commission by the Economic and Social Council of the United Nations. 
The resolution in effect asked the Fiscal Commission to consider methods for 
stimulating the flow of private capital into investments in underdeveloped coun- 
tries. The representative from Cuba introduced a resolution which, in effect, 
provided that the country in which the income arose had the sole right to tax. 
In other words, the income of an American enterprise from investments in Cuba 
would be exempt from tax by the United States and taxed only by Cuba. The 
Cuban resolution had been under debate substantially all day. It was supported 
by the delegates from Cuba, Pakistan, Chile, and India. It was opposed by the 
delegates from the United States, the Kingdom of Great Britain, the Union of 
South Africa, Belgium, and China. The arguments of the United States (not all 
of which were adopted by the other opposing delegates) were: 

(1) The complete change in policy, which the United States was not willing to 
necept ; 

(2) Loss of revenue, estimated to be at least $150 million ; 

(2) Favorable tax treatment not alone can induce investments; 

(4) Administrative difficulties in determining the source of income; and 

(5) Opportunities for avoidance of the United States tax 


THE THREE OBJECTIVES 


Mr. Alvord pointed out that there were three objectives under consideration 
and the debate had not always distinguished among them: 

(1) Elimination of double or multiple taxation ; 

(2) The fair treatment of foreign investors; and 

(3) The attraction of foreign investment 

Mr. Alvord also pointed out that each of these objectives was induced by 
specific and rather distinct problems. 

Elimination of double taxation was induced by each of the various countries 
involved attempting to tax 100 percent of the income. The objective was to 
tax the income but once and not to tax more than 100 percent of the income. 
The solution was (a) the allocation of the income between the countries involved 
and a determination as to which country should tax. The principles involved 
were fairly well agreed to, resulting in some income being taxed only at the 
source, other income being taxed only by the country of residence, and in some 
income being taxed at lower rates. These principles have been and are being 
carried into effect. (6) Unilateral action, bilateral action, in the nature of tax 
treaties, and both. Again, the objective was merely one of equity. Double tax 
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treaties, for example, were not designed primarily to attract foreign investment. 

With respect to the fair treatment of foreign investors, a simple general prin- 
ciple has been fairly well accepted, “The foreign country will not discriminate 
against the foreign investor and in favor of its own citizens.” Here, again, this 
general rule was not designed to attract foreign investment. 


THE ATTRACTION OF FOREIGN CAPITAL 


Mr. Alvord then pointed out that the Cuban resolution was directed toward 
encouraging the flow of foreign investments. It was quite true taxation was 
only one of the factors involved. But if all other factors are favorable, then 
taxation may well become the determinative factor. 

Perhaps the best method of considering the factors involved is to discuss a 
specific case. Assume that Cuba decides that it really wants capital from the 
United States. This, Cuba must decide for itself. Having made that decision, 
then the potential American investor takes the matter under consideration. He 
asks himself the following questions: 

(1) Does Cuba really want me to invest in Cuba; 

2) How much capital will be required to make the enterprise a success; 

(3) What risks to my capital are involved, i. e.: 

(a) How stable is the Cuban Government; 

(b) What chance do I have of withdrawing my capital in the event of an 
international crisis; 

(c) How long a period of time is involved; 

(d) In brief, what are the risks in addition to the normal business risks. 

(4) What happens in case of loss; and 

(5) What happens if the enterprise is profitable, i. e.: 

(a) How long will it take to make the enterprise profitable; 

(0b) Can I bring my profits home. 

In other words, the American investor must find a favorable “climate.” That 
is to say, such problems as expropriation, convertibility of currency, exchange 
controls, and other restrictions, for both the present and the future, as well as 
the general policies of the foreign government and the attitude of its nationals, 
are fundamental considerations. 

But assume that all these are answered favorably. Then then remains one 
fundamental question: Will the profits be commensurate with the risks assumed. 
And he measures his profits after taxes. He will not be too concerned as to 
which country taxes, but he will be very concerned with the aggregate taxes. 

Consider further the position of the potential American investor. He is con- 
fronted with the problem of getting his hands on the necessary capital. There 
are but three sources available to him: (1) Borrowing from the banks—but only 
in rare cases would the project be bankable; (2) using accumulated earnings and 
profits—i. e., money belonging to his stockholders, which may or may not be 
adequate in amount; or (3) the public—that is, an issue of equity securities 
or of debt. 

The principal point to be remembered is that the potential American investor 
must not only be “sold” himself on the project but he must be able to “sell” other 
potential investors. It is frequently difficult enough for an American enterprise 
in need of capital to raise adequate capital in the United States. It is much 
more difficult when the risks of foreign investment are added. If the risks are 
too great, no American capital will be available. If the risks are not too great, 
then the opportunities must be commensurate with the risks, and, again, oppor- 
tunities include opportunities for profit after taxes. 

Mr. Alvord then reviewed the stated objections on the part of the United 
States. 

(1) The policy involved is not new. But if it were new, it is a policy which 
the United States should wholeheartedly support. 

(2) Loss of revenue. If the policy works, there will be no loss in revenue, 
In fact, there will be very substantial gains in revenue resulting from increased 
economie activities in the United States and the opportunities to supply foreign 
nationals with the goods they want and for the first time can buy. Furthermore, 
if the plan works, then private investment will be replacing Government aid. 
In that event, the Treasury will profit substantially. 

(3) Favorable tax treatment alone. This subject has already been discussed. 
It is quite true that it is not the one obstacle. But it will always be a very 
important factor. 

(4) Administrative difficulties. These difficulties have already been pretty 
well worked out in the United States tax laws and in our various treaties, 
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(5) Opportunities for avoidance. This subject ties in very closely with the 
preceding subject. This objection should be dismissed. 

Mr. Alvord then pointed out that in his opinion a general United States exemp- 
tion of all foreign income would not be adopted by the Congress of the United 
States. The sound approach and the best way to proceed, from the United States 
point of view, is through bilateral or multilateral treaties, to be concluded be- 
tween the United States and those countries who really wish private capital from 
the United States. He referred to the ICC code of fair treatment for foreign 
investments, and suggested that the principles there involved be given very serious 
consideration by the foreign countries. 

In conclusion, Mr. Alvord stated that he urges financing economic development 
through private investment rather than through Government grants-in-aid. And 
above all, the United States should not overlook the point made by the delegate 
from Cuba: High standards of living, education, health, and better food, cloth- 
ing, and shelter invariably follow industrialization and private enterprise. If 
the proposed policies assist the underdeveloped countries and promote the gen- 
eral welfare of their citizens, and goodwill and understanding among nations, 
then we may look forward to a prolonged period of peace. If this should result, 
then no price is too big to pay. 
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INTERNATIONAL TAX PROBLEMS 
TAXATION OF FOREIGN INVESTMENT——DRAFT REPORT OF THE WORKING GROUP 


Fiscal incentives to increase the international flow of private capital for the 
economic development of underdeveloped countries 


1. The Working Group was composed as follows: 
Mr. Erick Lindahl (Sweden), Chairman 
Mr. Paul Callebaut (Belgium) 
Mr. Carlos Valenzuela (Chile) 
Mr. Kam Lee (China). 
Mr. Jose Prez Cubillas (Cuba) 
Mr. Arthur Lall (India) 
Mr. Abdul Cadir (Pakistan) 
Mr. M. J. Wells (Union of South Africa) 
Mr. R. O. Nicholas (United Kingdom) 
Mr. E. F. Bartelt (United States) 
Mr. A. K. Eaton (Canada), served as Rapporteur. 

Mr. E. C. Alvord and Mrs. R. M. Lusardi, observers for the International 
Chamber of Commerce, attending the meetings of the Working Group. 

Mr. H. 8. Bloch, Director of the Fiscal Division, represented the Secretary- 
General, and Mr. K. E. Lachmann, Chief of the International Tax Section, Fiscal 
Division, acted as Secretary to the Working Group. The Working Party held 
three meetings, on 30 April and 1 and 4 May 1953. 

2. The Working Group was appointed to consider agenda item 3 (a), Inter- 

national Tax Problems—Tazation of Foreign Investment, and to prepare the 
special section of the Report of the Fiscal Commission to the Economic and 
Social Council requested by the Council in its resolution 416 D (XIV). This 
resolution called on the Fiscal Commission to: 
“give further consideration to the problems of taxation in relation to foreign 
investment * * * (and) to examine further the proposal that, through bilateral 
agreements or unilateral measures, income from foreign investments in under- 
developed countries should be taxed only in these countries, with such income 
being exempted from taxes by countries other than those in which the foreign 
investments are made.” 

38. The Working Group had before it the following draft resolution introduced 
by the representative of Cuba, entitled “Fiscal Incentives to Increase the Inter- 
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national Flow of Private Capital for the Economic Development of Under- 
developed Countries” (document E/CN.8/L.3). 

“The Economic and Social Council, 

“Recognizing: 

“(a) The great importance of finding means to stimulate the flow of pri- 
vate investment from the highly developed to the underdeveloped Countries, 
in order to accelerate the economic development of the latter, 

“(b) That the present flow of capital exported to the underdeveloped 
countries is insuflicient for their development needs, 

“(c) That low taxation relatively to the rates in force in the more de- 
veloped countries is one of the attractions which the underdeveloped countries 
ean offer to foreign capital as an incentive to investment, provided that the 
highly developed countries accept the principle of nontaxation of the income 
from national capital earning in underdeveloped countries, 

“(d) That this incentive becomes ineffective—although international 
double taxation is avoided—if the capital-exporting countries apply to the 
income from investments in underdeveloped countries any further taxation 
beyond that already paid in the latter. 

“(e) That income should be taxed solely in that underdeveloped country 
in which the capital is invested, 

“1, Declares that income from foreign investments in underdeveloped 
countries should be taxed only in those countries, and should be exempted 
from taxation in all other countries 

“2. Recommends the adoption of this principle as one of the most effective 
means of increasing the flow of private capital to the underdeveloped 
countries ; 

“3. Recommends also that the necessary unilateral legislative action be 
taken to transform this principle rapidly into a practical reality ; 

“4. Recommends likewise that the highly developed countries should, when 
concluding bilateral tax agreements with underdeveloped countries stipulate 
that income earned by their residents from investments in the other country 
should be taxed only in the country in which the income was produced.” 

4. Following the able and eloquent argument by the representative of Cuba 
in support of his draft resolution, the terms of the draft resolution were fully 
discussed by members of the group. Upon a vote the draft resolution failed 
to be adopted. The representative of Cuba stated his intention of presenting it 
for a vote in the plenary meeting of the Commission. 

5. The subsequent discussion showed general appreciation among all members 
of the desirability of assisting underdeveloped countries by stimulating the flow 
of capital in their direction. 

These views suggested a resolution which, while recommending sympathetic 
consideration for the principle advocated in the draft resolution of the repre- 
sentative of Cuba, would allow countries to be selective in their approach to 
the problem, i. e., one which would enable them to act unilaterally in a manner 
best suited to their circumstances, or to adopt through bilateral agreements the 
methods or devices found to be mutually satisfactory. 

With this background of common view, the Working Group decided unani- 
mously, with one member abstaining, to propose the attached draft resolution, 
submitted by the representative of Pakistan, for inclusion in the Commission’s 
Report to the Economic and Social Council: 

“Fiscal Incentives to Increase the International Flow of Private Capital 
for the Economic Development of Underdeveloped Countries. 

“The Economic and Social Council, 

“Recognizing: 

“(a) The great importance of finding means to stimulate the flow of 
private investment from the highly developed to the underdeveloped coun- 
tries, in order to accelerate the economic development of the latter ; 

“(b) That the present flow of capital exported to the underdeveloped 
countries is insufficient for their development needs ; 

“(c) That relatively lower taxation in force in the underdeveloped coun- 
tries is one of the attractions which such countries can offer to foreign 
capital as an incentive to investment ; 

“(d) That this incentive becomes less effective—although international 
double taxation is avoided—if the capital-exporting countries apply to the 
income from investments in underdeveloped countries any further taxation 
beyond that already paid in the latter; 
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“(e) That favorable tax treatment is one of the many factors affecting 
the flow of foreign capital ; 

“Reaffirms: 

“That the country in which income arises has as a general principle an 
undoubted right to tax that income; 

“Recommends: 

“That the highly developed countries acting unilaterally or when con 
cluding tax agreements should give sympathetic consideration to the 
feasibility of taxing such income only or primarily in the country in which 
the income was produced.” 


Federal receipts and expenditures, 1931-5 4 
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Mr. Atvorp. The third way in which additional money can be got- 
ten is in the collection of back taxes. I suppose it is unnecessary for 
me to tell you that I am not appearing on behalf of any clients, I 
am appearing purely personally, because I am interested in the prob- 
lems and interested in trying to help in their solution. 

The revenue system, ge intlemen, necessar ily rests upon one very poor 
point. What the revenue agent does not see never gets into his re- 
port, and what the revenue agent does not put into his report, no 
one else ever sees. So your entire system is an inverted pyramid, rest- 
ing right on the back of the revenue agent. I can tell you that it is my 
opinion, gentlemen, that your Bureau of Internal Revenue for years 
has been missing the issues which would give rise to substantial defici- 
encies, both in the audit of returns and in the review of refunds, 
that, again, we lose doubly. We lose in the deficiencies, and we lose 
in the refunds that are being made which should be offset. 

Now, don’t criticize your system too much. I think there is a solu- 
tion for it. But we must face the fact that your tax system, including 
your present excess-profits tax, is much too complicated for any normal 
revenue agent to understand. 

The suggestion I make is that we recognize that fact and that we 
try to pick as many as possible—let’s say 50, if you can get them— 
50 men, whether they are now in the Government or not, I don’t care, 
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who can be trained and educated in the issues that exist, men who will 
have enough imagination to ask questions, and send cases back to the 
field to have questions answered—questions on issues that do not ap- 
pear in the revenue agent’s report at all. I guarantee that you will 
increase your deficiencies very substantially, and I guarantee that you 
will decrease many of your present refunds. 

I have confined my remarks to the issue of extension of the excess- 
profits tax. I realize that your committee is looking toward a com- 
prehensive review of the tax system next year. I trust, however, that 
certain necessary income-tax amendments—those which should not 
be delayed until next year—can be added to the Internal Revenue Code 
in any event. 

Now, Mr. Chairman, I think that is about all I have to say, except 
one thing that might help. Back in December I gave an address in 
which I made an analysis of the fiscal situation confronting this 
country, and I might stick that in the record for whatever use you 
want to make of it. 

(The data referred to by Mr. Alvord follows:) 


Factine A Few Fiscart Facts 


Summary of an address by Ellsworth C. Alvord for delivery before the 
California State Chamber of Commerce on December 4, 1952 


The new administration will inherit from the Truman regime the following 
fiscal facts: 
(1) EXPENDITURES FOR 1953 


As of the beginning of this year, outstanding appropriations aggregated 
$152.9 billion. As of September 30, $136.1 billion were still unexpended. No 
one knows how much has been obligated. The Defense Department alone had 
unexpended appropriations of $96.8 billion, most of which has been or is being 
obligated, and doubtless is asking for more than $45 billion for 1954; $14.2 
billion was available on September 30 for foreign military and economic aid. 
The military will spend at least $25 billion during the first 6 months of 1953. 

Mr. Truman promised to spend $79 billion this fiscal year, but he never has 
appreciated the inefficiency of his assistants. Furthermore, he quite overlooked 
the fact that he might not be in office during the last 5 months of fiscal 1953. 

It is my present guess that aggregate expenditures for fiscal 1953 will not 
exceed $75 billion. 

(2) RECEIPTS FOR 1953 


Your Treasury will take in about $69 billion this fiscal year (plus so-called 
trust-fund receipts of about $9 billion). And what a mess your tax system is 
in. Mr. Truman has exhausted every available means of revenue, has succeeded 
in socializing all incomes, has denied to you the opportunity to save for the 
future, and has taxed you during his tenure as President more than the aggregate 
of all taxes paid to the Federal Government since 1789. 


(3) DEFICIT FOR 1953 


There will undoubtedly be a budget deficit for fiscal 1953—but not in the 
amount of $10.3 billion as estimated by Mr. Truman. Again, he forgot to realize 
that his tenure might be temporary. It is my present guess that the budget 
deficit will not exceed $6 billion, and that there will be no actual cash deficit. 


(4) PUBLIC DEBT DURING 19538 


On November 24 the public debt stood at $267.3 billion—only $7.7 billion below 
the $275 billion statutory limitation. At the end of July, $86 billion of the debt 
was held by the banks—$23 billion by the Federal Reserve System and $63 billion 
by the commercial banks. $17 billion is in 90-day bills. In addition, $26 billion 
of other debt matures within the next 7 months. And savings bonds are being 
cashed faster than they are being bought. 
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(5) NATIONAL INCOMES AND INDUSTRIAL ACTIVITY 


On the encouraging side, national income is presently at the rate of $288.2 
billion. Gross national product is at the unheard-of figure of $344 billion. It 
is my guess that both will continue to increase during 19538. 


(6) EXPIRING TAXES 


The presently scheduled expiration of existing taxes will reduce revenues by 
about $8.5 billion. These decreases include expiration of the eXxcess-profits tax 
on June 30, 1953; reduction of the individual income tax on December 31, 1953; 
reduction of the corporate normal tax and various excise taxes on March 31, 
1954; and the decrease in capital gains rates for individuals on October 31, 1953, 
and for corporations on March $1, 1954. Of course, the full effect of these reduc- 
tions will not be felt until fiscal 1955. For the fiscal year 1954, beginning next 
July these scheduled tax reductions will probably not reduce revenues by more 
than $3 billion. 

The fiscal policies of the Truman administration are easily summarized 
uoncontrolled spending, inflation, and socialism through taxation. The present 
administration has been most successful. That is the meaning of the figures 
on appropriations and expenditures which I have read to you. Government 
officials no longer speak of how many expenditures are planned for the year. 
Instead they speak of how much spending can be accomplished during the year. 

The paved road to socialism in America has been founded upon high taxes 
and socialized incomes. The only difference between this version of socialism 
and outright socialism is that, while incomes have been socialized, management 
has been compelled to retain responsibility. 

The outstanding example of present tax policy is the excess-profits tax. It 
is severe, arbitrary, and fantastically discriminatory. sy its very nature it 
restricts research and development, prohibits progress, penalizes growth, and 
prevent competition. If continued long enough it will eventually compel all 
businesses to come to the Government for aid. But the excess-profits tax is not 
the only danger. The ordinary income-tax rates on individuals and corporations 
are so high that they have the same effect. It is not by lack of foresight that 
the socialists promise security from the cradle to the grave and ask you to 
give them control over the education and health of your children. 

The outgoing administration has knowingly administered the needle of infla- 
tion through deficits and deliberate mismanagement of the public debt. The 
incoming administration inherits an inflation potential which has only been 
realized in part. Much remains as a future threat. Financing the public debt 
through issuing short-term notes to the banks has resulted in the creation of 
bank reserves which could finance an inflation far worse than the one we now 
have. And the existence of these reserves has dangerously weakened the credit 
controls of the Federal Reserve Board. 

These are the fiscal facts which you and the new administration must face. 

The victory on November 4 was not a victory of Republicans over Democrats ; 
or of Republicans and Democrats over socialists, left-wingers, and fellow trav- 
elers; or of business over labor; or of business and labor over labor leaders. 
It was not alone a victory of a leader over a misleader. It was not alone a 
revolt against war, communism, corruption, bungling, deception, and petty graft. 
It was a victory of Americans, by Americans, for America. 

Much more must be done in fields other than fiscal affairs. I assume successs 
in those fields—including no additional international crises. 

Upon these assumptions I submit a fiscal program for your consideration: 

(1) Remove fiscal policies from politics. 

(2) Restore honesty—ordinary, common honesty—to the administration of 
our laws, 

(3) Get and maintain a balanced budget. 

(4) Control of expenditures is the only way we can soon achieve a balanced 
budget. 

(5) After we have gained control over expenditures, then build a sound tax 
system, which will abandon the socialization of incomes; provide opportunities 
for youth to build their own futures on the basis of their own earnings: leave 
enough income after taxes to permit us to live, to encourage us to work, to 
hold out hope for those who wish to advance; give private investment, in both 
domestic and foreign undertakings, a return after taxes commensurate with the 
risks it takes; make it possible for us to provide our own security through our 
own savings; permit business ** expand and develop; encourage new products, 
35078 —53——35 
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new industries, new markets—in other words, a system under which we can 
grow, develop, progress, and prosper. 

I have asked you to face the fiscal facts so that you will understand the 
terrific task the incoming administration has before it. I emphasize again that 
it will take time to develop plans for bringing the mess under control. Let 
us all give the new administration our united support. Let us help in solving 
present problems and in formulating policies for the future. Let us insist upon 
sound fiscal policies and honest administration. But let us not be selfish. Let 
us prove that leaders of business can be leaders of America. What is good for 
America is good for business. 

Mr. Arvorp. We have a tough fiscal situation. I don’t think anyone 
an conceivably expect the present administration to balance this 
budget in fiscal 1954 if he is confronted with these facts. When the 
present administration took office there were about $120 billion of un- 
expended appropriations, and somewhere between $80 and $100 billion 
(I don’t know that anybody knows the exact a of actual com- 
mitments, the money to be spent as contracts are fulfilled. It is pretty 
tough to meet that situation. I have put that analysis that I made in 
the address I gave out in San Francisco, Mr. Chairman, into the 
record. It might help you somewhat in appreciating the problems 
that are confronting the Treasury Department. That is, I think, 
all I am prepared to state this morning, Mr. Chairman. I will be 
happy to answer questions. 

The CHarrMan. Thank you very much, Mr. Alvord, for your ap- 
pearance here before this committee. 

Mr. Kean will inquire. 

Mr. Kean. Mr. Alvord, I was interested in your mention of the 
capital gains tax because, as the members of the committee know, I 
have always taken the position that we could get considerably more 
revenue by a lowering of the tax. I notice you suggest a 1214 percent 
tax. I think that psychologically, the point at which you could get 
the greatest revenue would be at 10 percent. Twelve and a half does 
not quite appeal. If you have a 10 percent tax, it would be a tax 
that the average person having been used to thinking about 25 and 
26 percent would figure that he would be ready and willing to go ahead 
and carry out the transactions which business judgment leads him 
to, rather than to consider the tax effect. Twelve and a half percent 
I don’t think would have quite that psychological effect. 

Mr. Axvorp. I certainly couldn’t quibble, and there is probably 
much to be said for a 10 percent rate. The point I was trying to make, 
and did not make very well, is that a very substantially reduced rate, 
enacted in such a manner that your potential investor will realize that 
that rate will not be increased over a period of years, is the important 
thing. Ten percent probably is better than my 1214. But even a 10 
percent rate will do no good if I as a potential investor fear that next 
year you may push it right back up to 25 percent, because it is going 
to be next year, the year after, or 10 years from now, in which I realize 
capital gains if I am either skillful or lucky. 

{r. Kean. No Congress could bind another Congress. A 10-per- 
cent rate would open up the field of loosening a tremendous sum of 
money which at present is tied up in securities the people refuse to 
sell, or real estate or anything else on account of the fact that they 
have that high tax to pay. 

Mr. Atvorp. We do not differ at all, Mr. Kean, I am sure. 
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Mr. Kran. I am glad you mentioned that which most witnesses 
have not mentioned to date, the fact that this excess-profits tax is a 
tax, to a large extent, on normal earnings. 

Mr. Atvorp. And intended to be. 

Mr. Kean. You may remember that when this question came be- 
fore our committee there was a big fight on that one question, as to 
whether it would be the average earnings for the 1946-49, or I 
believe what is in this bill now is 80 percent. 

Mr. Atvorp. Eighty-three percent. It was 85 and it shifted to 83 in 
1951. 

Mr. Kran. Yes. So that the largest part of the revenue under this 
excess-profits tax comes from normal earnings. 

Mr. Atvorp. That is very true. Otherwise you would get hardly 
any revenue at all. 

I might make one more point which I think this committee could 
well consider. In my opinion, a very large number of business enter- 
prises are compelled to go to the banks to borrow money to pay their 
taxes. Most of those enterprises have been accruing their taxes and 
planning on their payment on the basis of the expiraton date in the 
present law. It is not too sound to borrow to pay taxes, and I question 
the wisdom of compelling increased borrowing even if it is possible. 
I might remind you that the so-called Mills bill becomes quite effective 
next year. Ninety percent of the tax will be payable —, to the 1st 
of July. It is not always easy, gentlemen, to find cash to pay to the 
‘Treasury. 

Mr. Mus. Mr. Chairman ? 

The CuarrMan. Mr. Mills will inquire. 

Mr. Mus. About that point, Mr. Alvord, I would like to have the 
record show that had I known an excess-profits tax was to come along or 
a situation was to develop resulting in an excess-profits tax in 1950, I 
would never have proposed a year or two earlier the more rapid pay- 
ment of corporate taxes. Certainly it should not have occurred at a 
time when corporations were faced with the excess-profits tax. The 
effect of it, as you well know, is to require corporations to pay 110 
percent of their tax in the fiscal year, whereas they are paying only 
100 percent, still, in the calendar year. It is that 10-percent additional 
tax at a time when the excess-profits tax is being imposed that has 
proven rather burdensome to some corporations. I wanted the record 
to show that I had no notice at the time of the advocacy of the more 
rapid payment of the tax that the excess-profits tax would follow. 

Mr. Atvorp. When I approved your proposition it extended over a 
yveriod of 5 years. I thought your first proposition was too severe. 
But when it was extended over 5 years, I thought it was practical and 
would get money into the Treasury sooner. 

Mr. Mus. It does. It brings about a billion dollars additional into 
the Treasury in each of the 5 fiscal years involved. 

Mr. Atvorp. Thank you, Mr. Chairman, and gentlemen. 

The Cuarrman. The next witness is Mr. S. R. Christophersen, presi- 
dent, Smaller Business of America, Inc., Cleveland, Ohio. 

Will you give your name to the reporter and the capacity in which 
you appear? 
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STATEMENTS OF S. R. CHRISTOPHERSEN, PRESIDENT, AND S. S. 
PARSONS, CHAIRMAN OF THE BOARD, SMALLER BUSINESS OF 
AMERICA, INC., CLEVELAND, OHIO 


Mr. CurisropHersen. May I introduce the chairman of our board, 
who was able to come down with me, Mr. Parsons. He would like 
to say a few words after I get through, which will be very quick. 

My name is §. R. Christophersen. I am president of the Smaller 
Business of America, Inc. on offices are in Cleveland, Ohio. We 
have a statement of policy by Smaller Business of America, which 
has been prepared by our committees, and I will read it to you. It 
is very concise and it won’t take long. 

We have previously gone on rec ‘ord as being opposed to the excess- 
prefits tax and have recommended that it be allowecl to expire on June 
30, 1953. And now, in review of President Eisenhower’s recent rec- 
ommendation that this law be extended for 6 months to December 31, 
1953, we have restudied this law and its effect on small business and 
have again arrived at the conclusion that the excess-profits tax law 
must be allowed to expire on June 30, 1953, for the following reasons: 

This tax prevents small business from expanding. The practical 
effect of the base-period formula and the invested-capital formula for 
determining normal profits is simply that for the great majority of 
small businesses all income in excess of $25,000 per year, but not in 
excess of $62,500 per year, is taxed at the rate of 82 percent. The 18 
percent residue is needed entirely to maintain the higher level of 
inventories and accounts receivable that result automatically from 
increased volume of sales. Hence, no part of so-called excess profits 
is available for plant and equipment expansion. 

2. The combined and simultaneous impact of the excess-profits tax 
and inflation prevents small business from even replacing existing 
plant and equipment as it wears out. Taxpayers must depreciate their 
equipment on the basis of original cost. But when the equipment is 
fully depreciated and about to be scrapped, the replacement cost is 
double, or even triple, the amount of the original cost. The added 
cost must come out of profits, but, for the small business, profits in 
excess of $25,000 per year are almost completely taxed away by the 
confiscatory rate of 82 percent. Hence, small business is hard pressed 
even to replace existing equipment as it wears out. In short, small 
business is hard pressed merely to stay even. 

If the United States Treasury, as has been claimed by the executive 
department, is in need of the revenue that the excess-profits tax would 
presumably raise, then this additional revenue, and much more, can 
be raised by the simple device of having normal and surtax rates apply 
fully to organizations now exempt under section 101 of the Internal 
Revenue C ode. 

Further, we urge that every income-earning entity be required to 
pay taxes in ex xactly the same manner and on exactly the same basis as 
regularly or panied corporations. 

Still further, nany of the tax-free or specially privileged tax-ex- 
empted organiz: r ions operate in direct competition with regular busi- 
ness firms, thereby securing special privileges unfair to regular or- 
ganized corporations. 

I thank you very much for the opportunity of appearing here to 
present our statement of policy. 
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The Cuatrman. Mr. Mason will inquire. 

Mr. Mason. I am sufficiently interested in the effect of this excess- 
profits tax on young, new, fast-growing corporations and industries, 
It has a very oppressive effect, almost a throttli ng effect, upon their 
business and their growth, as you have so ably testified. 

You agree, do you not, that if this $800 million has to be raised in 
order to have a balanced budget, it would be much more equitable and 
fair if we would raise it by lev ying a little higher corporation tax on 
all corporations rather than have these few, 1 in every 8, we will say, or 
l inevery 10, bear the full load? Isn’t that right? 

Mr. CurisropHersen. I would like to answer that this way: You 
see, We operate as an organization; we have our committees, and we sit 
down and we argue the thing pro and con. The recommendation of 
our committees and our executive committees who have all gone over 
this, is that the taxes be levied on people who are not levie d taxes in 
proportion to what other regular businesses are paying. That is our 
recommendation. 

Mr. Mason. Well, Mr. Christophersen, you are talking right down 
my alley. I have been advocating that for at least 6 years. I have 
been insisting that if that were done, and the tax load were spread 
equitably, that we would raise this $800 million, not by putting an 
additional load upon the already overburdened taxpayers, but by 
putting a fair share of the load upon those who are now escaping. I 
really did not realize that’that is what you were here testifying for, 

Mr. CuristoruErseNn. That is exactly what we are saying. 

Mr. Mason. I am very glad to have that testimony. 

Mr. CrristorpHEeRsSEN. You see, the slogan of our organization is 
“Equal rights in taxation for everyone.” 

The Cuairman. Mr. Christophersen, I am not sure that it will be 
very encouraging to the farmers operating under cooperatives, es- 
pecially now that their purchasing power is down 12 percent and 
steadily going down, to put a little additional burden on them. They 
probably will not like it ver y much. But I do agree with you, how- 
ever, in your condemnation of the excess-profits tax. And there is a 
group that I think we ought to be thinking about, for a good many 
of them have already been hurt, and they are the very group that 
should not suffer. I am speaking of the veterans who come back and 
want to go into business. They find after they get into that business, 
and people are usually rather generous in extending credit, and they 
have saved some money, they have started the business and suddenly 
found that they have to fold up because of the excess-profits tax. They 
just cannot expand, they cannot grow, and it is a pretty bitter thing 
for those boys who fought for their country, and perhaps many of 
them have sustained disabilities, and yet they have gone into a small 
business, thousands of them have gone into a business, and then their 
business has either gone down or else some corporation that does not 
suffer from the exe ess-profits tax comes along and takes them over, 
after they have developed, partially, so it is an advantage for a big 
corporation to take them over. Do you agree with that ? 

Mr. CuristorHERSEN. Definitely so. 

Mr. Mason. Mr. Chairman, I do want to correct the chairman in his 
statement that this spreading the tax equitably would affect the farm- 
ers. If I am not mistaken, in our 1951 tax bill which I voted against, 
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provides that the farmer member of the co-op must pay a tax upon 
whatever piece of paper the co-op gives him but the co-op itself goes 
scot free. 

Mr. CuristorHEerRsEN. That is right. 

Mr. Mason. I do not think that is fair to the farmer, to make him 
pay a tax as a part of his income on a worthless piece of paper which 
1e quite often gets. That is all, Mr. Chairman. 

The Cuatrman. We agree 100 percent on everything except this 
one issue here. I know he is against a double taxation of dividends, 
and so am I. When we suddenly turn around and put it on the 
farmer, I don’t like it. 

Mr. CuristopHEerseN. Can Mr. Parsons have a few words, please ? 

The Cuarrman. Yes, sir. 

Mr. Parsons. Congressman Reed and gentlemen of the committee, 
we are very pleased to get the opportunity to express smaller business 
of America’s views. There are just two points that I would like to 
make. Recently it was stated that the extension of this excess-profits 
tax would be a burden on a few and that the extenuating circum- 
stances of this year’s fiscal situation warranted an extension. I think 
the hardest burden of this tax rests not only on large business but on 
what we call our so-called medium business, those who are just start- 
ing to grow from real small business, to grow up. 

We were very much interested in the $25,000 exemption which was 
put in the tax law, and frankly we were very much in that bracket 
at the time. I think we possibly made a mistake in not making more 
of a point of further exemptions between $25,000 and $62,000, because 
it is our experience with most of our group who are small and medium 
businesses that those men are hit hardest who are just beyond that 
$25,000 profit position. 

Most of our defense industry in Cleveland, Ohio, men who:are 
carrying the load of armament, and who have taken contracts to hel 
the Government situation, is borne by these companies in the $500,000 
to a million-dollar bracket who fall in this category. They are being 
very severély penalized because they are paying 82 percent on this 
$25,000 up to $60,000. 

I believe that eliminating this law would not mean dropping $800 
million in revenue, because I believe that there are many of these 
people that could produce more revenue under more encouraging 
circumstances. One thing that was not mentioned by our previous 
speaker that I have heard in the discussion of this tax picture is the 
situation that we found in our 18th internal revenue district, in 
Cleveland; namely, that we are aware in the last year or two of a 
constantly increasing number of concerns who are getting delinquent 
in their taxes. 

Gentlemen, that isn’t just very small business. That is running 
now up to very substantial businesses. And the banks, rightly so, are 
not loaning companies money to pay taxes. I think we have to watch 
this situation very carefully because if we have any depression of 
business next year, particularly under our friend, Congressman Mills’ 
formula, these fellows next spring are going to have one deuce of a 
time getting the money to keep up with their taxes and this delinquincy 
is going to increase very much. We cannot help but feel that there 
is a good possibility if this bill could be allowed to expire that fully 
half of the revenue would be returned by the normal course of events. 
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As much as we would like to go along with the administration on 
their suggestion, we cannot vary from our position. We think we 
should let that tax bill go out. 

Thank you, gentlemen. 

The Cuarrman. I thank both of you for your very fine contribution 
of information to this committee. 

Mr. CuristorHersen. Thank you, gentlemen. 

The CuarrmMan. Will you come forward, Mr. Mathias? 

Give your name and the capacity in which you appear for the re- 
porter. 


STATEMENT OF EDWARD W. MATHIAS, COMPTROLLER AND ASSIST- 
ANT TREASURER, DUREZ PLASTICS & CHEMICALS, INC., NORTH 
TONAWANDA, N. Y. 


Mr. Marutas. Mr. Chairman, and members of the committee, my 
name is Edward W. Mathias. I am comptroller and assistant treas- 
urer of Durez Plastics & Chemicals, Inc., of North Tonawanda, N. Y. 

Durez manufactures phenolic resins and compounds and is one of 
the smaller members of the chemical industry. We believe that our 
experience under excess-profits tax legislation is typical of the penalties 
that this tax imposes on small and growing companies. 

Our company has been in business for more than 30 years, but its 
principal growth has occurred since World War II. Our total assets 
at December 31, 1945, were $7,812,000 as compared with $19,044,000 at 
December 31, 1952. During this 7-year period our investment. in 
property, plant and equipment increased 245 percent. Of this addi- 
tional capital investment, 65 pere ent was financed through the rein- 
vestment of earnings. For the 5 calendar years 1946 through 1950, 
85 percent of net capital additions of $4,609,000 were offset or financed 
by retained earnings. During the calendar years 1951 and 1952 when 
the effective Federal tax rate on our earnings was in excess of 65 per- 
cent, only 34 percent of net capital additions of $2,738,000 were offset 
by retained earnings. 

In support of our contention that our increased sales in the past 
3 years are indicative of a normal growth pattern rather than the 

result of the military and defense programs we call the following 
facts to the attention of the members of this committee of the Con- 
gress : 

1. Our sales for military end uses under the Renegotiation Act of 
1951 have always been less than 5 percent of our total sales. 

2. Our average sales for radio and television cabinets for the years 
1950, 1951, and 1952 were more than four times the average of such 
sales during the base period 1946 through 1949. Average sales of 
Durez compounds for radio and television products during the first 

uarter of 1953 were more than twice the comparable sales for the 
first quarter of 1952. This is surely indicative of further rapid growth 
in a nonmilitary market. 

3. During the month of April 1953 approximately 13 percent of 
our sales of industrial resins were to a new market which was not even 
represented in our so-called normal earnings period of 1946-49. 

Our two principal competitors, measured by total 1952 sales, are 
the second and the sixth largest chemical companies in the country 
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with current annual sales in excess of 900 and 2,000 millions, respec- 
tively. Durez annual sales were approximately 20 million in 1951 and 
18 million in 1952. Federal income and excess-profits taxes took 67.5 
percent of our pretax earnings in 1951 and 66.3 percent in 1952. Our 
competitors in their published annual reports show that Federal taxes 
accounted for 61.3 percent and 62.2 percent of their aa earnings 
in 1951 and for 56.7 percent and 43.8 percent of their pretax earnings 
in 1952. 

We agree with the administration’s spokesman that “the people of 
America want to balance the budget, want to stop inflation, want a 
sound dollar.” So do we at Durez and we are re: ady and willing to 
pay our share of Federal taxes in order that our Government may 
realize those very desirable objectives. We also agree that it is not 
fair to give tax relief to corporations before giving it to individuals. 
Our opposition to the extension of the excess-profits tax does not 
contemplate any reduction in the total amount of Federal taxes paid 
by corporations. We merely propose a more equitable distribation of 
Federal corporate income taxes by a nominal upward revision of the 
corporate-income-tax rate. This proposal completely refutes the 
statements issued by some members of the Government to the effect 
that abolition of the excess-profits tax at this time may further delay 
the reduction of personal Federal income tax rates. 

The administration’s principal witness conceded the basic unfair- 
ness of the excess-profits tax. We cannot agree with his conclusion 
that it is more fair to continue this inequitable t: ix for another 6 months 
to the competitive detriment of those companies who have been penal- 
ized for the past 36 months than to spread the burden imposed by our 
national defense program by an upward revision of the corporate tax 
rate. We believe that the members of this committee of the Congress 
recognize the fact that to continue this unsound tax penalty on the 
dynamic and growing members of the industrial community is nothing 
more or less than discrimination. 

The continuance of the present excess-profits tax would be a con- 
tribution to the status quo of our national economy. The alternative 
method of revising the corporation tax rate would recognize the desir- 
ability of a competitive national economy by making the effective 
Federal tax rate the same for all in traditional American manner. If 
this be the decision of the Congress, we would pay the same effective 
Federal tax rate as our larger competitors, and in common with other 
small but growing companies, continge to challenge the industrial 
leaders of the country on a much fairer and more equitable Federal 
tax basis. 

The Cuamman. Thank you very much for a very fine statement. 
We appreciate it very much. 

Mr. Maruias. Thank you, Mr. Chairman. 

The Cuarrman. Are there any questions ? 

The Chair hears none. 

The committee will stand adjourned until 1 o'clock. 

(Whereupon, at 11:55 a. m., the committee was recessed, to recon- 
vene at 1 p. m. the same day.) 


AFTERNOON SESSION 
Mr. Jenkins (presiding). The committee will now be in order. 


Mr. Detweiler is the next witness. 
Do you have a statement ? 


ee ee 
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STATEMENT OF JOSEPH H. DETWEILER, SECRETARY AND 
TREASURER OF ARGUS CAMERAS, INC. 


Mr. Derweiter. Yes, sir; I do have a statement. I would like to 
request your permission to insert my written statement in the record 
and to speak from notes. 

Mr. Jenkins Without objection it is so ordered. 

(The statement referred to follows :) 


STATEMENT OF JOSEPH H. DETWEILER, SECRETARY AND TREASURER OF 
Araus CAMERAS, INc, 

Our small company, in Ann Arbor, Mich., is an aggressive and (until quite 
recently) a growing company which has been stifled by a discriminatory form of 
taxation. I think you will be surprised to learn of the exorbitant tax burden 
which our company has had to carry during the past several years, a tax burden 
which has seriously interfered with our growth. I sincerely believe that this 
was not the original intent of the law. The photographic industry is sometimes 
considered a feast and famine industry. If we cannot save money when busi- 
ness is good, we cannot sufficiently strengthen our financial position to tide us 
over a period when people must spend their money for groceries rather than for 
photography. Yet the survival of small companies like ours is essential to the 
well-being of the United States. I think the facts in our story will support 
my contention that the excess-profits tax has been very unfair to Argus Cameras, 
Inc., and similar small companies. 

Argus Cameras, Inc., was founded in 1931 with a capital of about $100,000. 
We began making cameras in about 1938 and in only 15 years have become the 
leading manufacturer of 35-millimeter cameras in this country. Although small, 
we played a vital part in the development and production of precision military 
instruments for the Armed Forces during World War II when we were the proud 
recipients of an Army-Navy E with four stars. During the Korean war our 
engineers have deyeloped highly accurate and complex fire-control apparatus 
which we are now producing for the Ordnance Department. 

In 1942, 60 percent of our production was devoted to military business. From 
1948 through 1945, we did nothing but military business. In 1946, the first year 
of the base period for computation of excess-profits tax, we had an operating 
loss resulting from reconversion to our peacetime business. In 1947, we were 
back in the photographic business and we made a profit of 6 percent on our sales. 
In that year, however, our company made what later proved to be a nearly fatal 
mistake. We acquired certain properties outside of Ann Arbor by which we 
hoped to widen our range of products and thus achieve a better stability of 
demand. ‘This venture failed. By 1949, which was a depressed year for the 
photographic industry in general, we were forced to dispose of our other prop- 
erties at a substantial loss. Thus, during the 4-year base period, while our total 
sales amounted to $26,899,000, our net profits after taxes totaled only $111,000, 
or 0.4 of 1 percent of our sales. These were our so-called normal years. These 
were the years which the excess-profits tax law requires us to use as a base for 
computation of the excess-profits tax. 

Why is the excess-profits tax so named? In what sense are our current profits 
excess? Is it only because they are higher than they were in those bad years 
we try to forget? Are they considered excess because we have been busier and 
sold a lot more cameras? It’s true that our net profit has doubled and our sales 
have tripled since 1947, but our Federal taxes on income are now 12 times as 
high Are our profits excess because of wartime shortages and a resultant 
excessive demand for our products? That did occur for a period of several 
months at the beginning of the Korean war, but the market has changed sub- 
stantially since then and we now have to sell cameras competitively. People 
don’t come and beg us for them. Or are our profits called excess because we 
have increased our prices to the point where they are exorbitant and result in 
high profits per unit? Our biggest volume item, the model C-—3 camera, was 
selling at $78.08 in 1949. That camera now sells at $69.50. No; our prices are 
not exorbitant, and if they were, I am sure that people would buy their cameras 
from Eastman Kodak. 

Our company has now, under new management, regained its place in the photo- 
graphic industry. Our sales have increased as a result of an aggressive adver- 
tising and merchandising campaign, accompanied by good products economically 
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priced. From a sales volume of $5 million in 1950 we went to $9 million in 1951 
and to $13 million in 1952. Current estimates place our volume at over $18 
million for our fiscal 1953. This increase has benefited the Government much 
more than it has Argus. 

We have a July 31 fiscal year and our last published statement was for the 
6-months’ period ended January 31, 1953. For the purpose of the figures I am 
going to give you I have simply doubled the figures shown in that statement to 
represent the current fiscal year. 

Discrimination is the most descriptive term that comes to my mind of the 
method by which we have been taxed. To explain what I mean by discrimination, 
I am going to compare our recent figures with those of other corporations with 
which we compete. It has been stated that the excess-profits tax falls most 
heavily on large companies. Eastman Kodak and American Optical are the 
largest companies in the optical business, and are many times our size. General 
Motors is a neighbor of ours with whom we compete for labor, although they 
probably aren’t aware of our existence. Let’s see how this tax affects us as 
compared to our larger competitors. 


ARGS EASTMAN GENERAL AMERICAN 
53) KODAK MOTORS OPTICAL 





Here is a chart (chart No. 1) which shows the percentage increase in our 
Federal taxes on income from 1947 to 1952. For Argus I have also shown fiscal 
1953 because it overlaps by 5 months into the calendar year 1952 used by the 
other corporations. Our taxes have increased by a factor of 12 in the short 
space of 6 years. 
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Percent of Increase in Federal Income and Excess Profits 


Taxes, as Related to Sales 1947 - 1952 
At this point someone might suggest that the increase in our taxes is primarily 
because we are now a bigger company with higher sales. So on the above chart 
(chart No. 2) I have eliminated that factor and shown the increase in Federal 
income and excess-profits taxes as a percentage of each company’s sales. Please 
note that our tax increase, related to our sales, is four times that of Eastman 
Kodak. 
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The net worth of Argus Cameras, Inc., at January 31, 1953, was about $3,157,000. 
This represents the money that has been invested in the company, $780,000, plus 
earnings of $2,377,000 accumulated over a period of 22 years. You will note 
from the above chart (chart No. 3) that our Federal income and excess-profits 
taxes for this 1 year alone amount to about 94 percent of this net worth. When 
you add in excise taxes you can see that the Government, in just 1 year, takes 
from us 65 percent more than the company is worth—65 percent more than we 
have been able to accumulate for our stockholders over a period of 22 years. If 
we did not have an excess-profits tax now we would pay this year about $4,400,000 
in Federal taxes, 40 percent more than our net worth. 
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Now let's see how the percentage of our net worth which is paid out in Federal 
income and excess-profits taxes compares to our competitors. (Here I have 
omitted excise taxes because I do not have comparative figures from our com- 
petitors.) Chart No. 4 shows that in 1952 Eastman’s taxes were only 20 percent 
of their net worth and General Motors’ were only 36 percent. American Optical’s 
was much lower. ‘Thus, in relation to our size, we are paying approximately four 
times as much in Federal income and excess-profits taxes as our biggest com- 
petitor, Eastman Kodak. Yet these are the taxes which are supposed to fall most 
heavily on the large, profitable companies. 
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The above chart No. 5 shows how our Federal income and excess-profits taxes 
(omitting excise taxes) per employee compares with those of our competitors. 
We are slightly higher than General Motors, and considerably higher than the 
others. 


‘ 
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If we add excise taxes our total Federal taxes amount to $5,186,000, or $4,720 
for each and every one of our 1,100 employees. This is more than the total wages 
and salaries paid to those employees. We can go still further and add an esti- 
mated $727,000 paid by our employees in individual Federal income taxes. We get 
a grand total of $5,913,000 in 1 year’s Federal taxes from a company selling about 
$18,000,000 worth of goods. I haven’t included the income taxes paid by our 
stockholders, indirect taxes paid by all of us, or local and State taxes (whic! 
were substantially increased last month). 
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Our business is owned by our 1,600 stockholders. What.do you suppose they 
think of the total taxes of $5,186,000 which we will pay this year? These taxes 
amount to approximace'y $13 per share of our common stock. Our net profit will 
be around $2 per share, ot which our stockholders will receive exactly 25 cents. 
And we have to scrape the bottom of the barrel to dig up that 25 cents. 

'The owners of our competing companies keep a larger portion of their profits, 
an contribute a considerably smaller percentage to the Government. The above 
chart No. 6 shows that where our payments to the Government (again omitting 
eycise taxes) are 30 times the dividends received by our stockholders, the ratio 
of taxes to dividends in other companies is much less. 

Gne question may come to your mind. Perhaps we should be discriminated 
against. Perhaps we have profited unduly (before taxes) because of our military 
business. If so, the excess-profits tax might be justifiable. But let’s look at the 
facts. Last year our military business contributed about 25 percent of our sales, 
and this year about 22 percent. We have consistently quoted prices to the Goy- 
ernment which will return us less than half as much (percentagewise) as the 
profit which we make on our own commercial products. Lest even this be con- 
sidered too high, or in the event that we have estimated too high initially, all of 
our major contracts are audited and the prices are revised. If our costs have 
been higher than estimated we get the benefit of a higher selling price, but only 
up to 25 percent above our original estimate. If our costs are higher than that, 
the company loses. If we have made more than we estimated, the selling price is 
reduced and the Government gains. Each major contract price is subject to this 
kind of safeguard. Nor is this the only safeguard. At the end of the year we are 
renegotiated. All of our Government contracts are lumped together and exam- 
ined in total. If someone has slipped up and by some chance we have made more 
profit on the Government business than the renegotiation board considers reason- 
able, we then return that excessive amount to the Government. (So far our 
profits have been so small that the renegotiation board has not been particularly 
concerned.) After the other Government departments have reduced our profits 
to what they consider reasonable, so that we could not possibly profit unduly, what 
is left is subject to Federal income tax at the rate of 52 percent and “excess 
profits” tax at the rate of 30 percent. 
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Now let’s see how the percentage of our net worth which is paid out in Federal 
income and excess-profits taxes compares to our competitors. (Here I have 
omitted excise taxes because I do not have comparative figures from our com- 
petitors.) Chart No. 4 shows that in 1952 Eastman’s taxes were only 20 percent 
of their net worth and General Motors’ were only 36 percent. American Optical’s 
was much lower. Thus, in relation to our size, we are paying approximately four 
times as much in Federal income and excess-profits taxes as our biggest com- 
petitor, Eastman Kodak. Yet these are the taxes which are supposed to fall most 
heavily on the large, profitable companies. 
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The above chart No. 5 shows how our Federal income and excess-profits taxes 
(omitting excise taxes) per employee compares with those of our competitors. 
We are slightly higher than General Motors, and considerably higher than the 
others. 
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If we add excise taxes our total Federal taxes amount to $5,186,000, or $4,720 
for each and every one of our 1,100 employees. This is more than the total wages 
and salaries paid to those employees. We can go still further and add an esti 
mated $727,000 paid by our employees in individual Federal income taxes. We get 
a grand total of $5,913,000 in 1 year’s Federal taxes from a company selling about 
$18,000,000 worth of goods. I haven't included the income taxes paid by our 
stockholders, indirect taxes paid by all of us, or local and State taxes (which 
were substantially increased last month). 


EASTMAN GENERAL AER ICAN 
KODAK MOTORS OPTICAL 


Our business is owned by our 1,600 stockholders. What. do you suppose they 
think of the total taxes of $5,186,000 which we will pay this year? These taxes 
amount to approximace!y $13 per share of our common stock. Our net profit will 
be around $2 per share, ot which our stockholders will receive exactly 25 cents. 
And we have to scrape the bottom of the barrel to dig up that 25 cents. 

The owners of our competing companies keep a larger portion of their profits, 
and contribute a considerably smaller percentage to the Government. The above 
chart No. 6 shows that where our payments to the Government (again omitting 
excise taxes) are 30 times the dividends received by our stockholders, the ratio 
of taxes to dividends in other companies is much less. 

One question may come to your mind. Perhaps we should be discriminated 
against. Perhaps we have profited unduly (before taxes) because of our military 
business. If so, the excess-profits tax might be justifiable. But let’s look at the 
facts. Last year our military business contributed about 25 percent of our sales, 
and this year about 22 percent. We have consistently quoted prices to the Gov- 
ernment which will return us tess than half as much (percentagewise) as the 
profit which we make on our own commercial products. Lest even this be con- 
sidered too high, or in the event that we have estimated too high initially, all of 
our major contracts are audited and the prices are revised. If our costs have 
been higher than estimated we get the benefit of a higher selling price, but only 
up to 25 percent above our original estimate. If our costs are higher than that, 
the company loses. If we have made more than we estimated, the selling price is 
reduced and the Government gains. Each major contract price is subject to this 
kind of safeguard. Nor is this the only safeguard. At the end of the year we are 
renegotiated. All of our Government contracts are lumped together and exam- 
ined in total. If someone has slipped up and by some chance we have made more 
profit on the Government business than the renegotiation board considers reason- 
able, we then return that excessive amount to the Government. (So far our 
profits have been so small that the renegotiation board has not been particularly 
concerned.) After the other Government departinents have reduced our profits 
to what they consider reasonable, so that we could not possibly profit unduly, what 
is left is subject to Federal income tax at the rate of 52 percent and “excess 
profits” tax at the rate of 30 percent. 





EXCESS PROFITS TAX EXTENSION 


ARGUS CAMERAS, INC. 
1950 


At the end of 1950 we didn’t owe anything to anybody except for normal trade 
accounts and $489,000 in Federal taxes (chart No. 7). We had a working capital 
of $1,244,000 (chart No. 7) and nearly $700,000 in the bank. That looked pretty 
good for a small company. By April 30 of 1953, we had increased our working 
capital to $2,309,000. At first this sounds good, but look at our debts. We now 
owe $1,600,000 to the banks under a V-loan, $2,402,000 to the Government for 
Federal taxes, and we were forced to mortgage our entire manufacturing plant 
in order to borrow the $500,000 we needed for a small addition to our plant. 
This addition is being used exclusively for the manufacture of precision optical 
instruments for the Armed Forces, and it represented an increase of only 14 
percent in our available floor space. We have recently tried to borrow more, 
but have been unable to do so on favorable terms. We cannot expand by the 
sale of additional stock at a reasonable price when our net earnings have been 
so limited. How many of you would be anxious to buy shares (even though 
you could get them for only about $10 each) in a company which has paid only 
25 cents per share in dividends during each of the past 3 years and which owes 
all that money? Not many people are satisfied with a return of 2% percent on 
their money. 

It used to be accepted procedure in a seasonal business to manufacture on 
order, and to lay off employees during the months of January and February 
when the demand is very low. This year we decided to build an inventory of 
our most seasonal items during January and February in order to level out 
our employment. We came into this spring with a fairly good inventory of some 
items. In April, when the spring business usually starts, our sales of those 
items were slightly less than in March. In May our sales of those items were 
slightly less than in April, The weather had been bad, dealers are carrying 
smaller inventories than they were a year ago, and we have not sold as many 
cameras as we expected to. We still expect them to move in July and August, 
and we are reasonably sure that if there are any left over they will be purchased 
before Christmas, which is by far our biggest season. But we don’t have the 
money to finance any more inventory because of the dollars we have paid out 
in excess-profits taxes. Last month we laid off about 50 people. This month 
we are laying off about 50 more. Those people don’t understand why they must 
be laid off when business in this country is so good. It is hard to explain to 
them why we do not have enough money to finance the inventory that we should 
carry, when they know that our business has been very géod for the past 3 years. 
We are no longer expanding, we have been forced to retrench. But we are still 
paying “excess profits” taxes. Please consider our problem very seriously before 
you decide on an extension of an unfair and discriminatory tax. 

It has been stated that the excess-profits tax does not affect more than 12 
percent of the corporations with a taxable income in 1950. Isn’t this one of the 
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best arguments for its discontinuance? It is admittedly a discriminatory tax 
that penalizes the efficiently managed, growing companies. In fact, this effect 
was forecast by the minority report of this committee when the bill was reported 
out in 1950. This report, signed by eight members still on the committee, said 
“The relief for ‘growth’ companies in H. R. 9827 is still inadequate because the 
formula fails to adequately measure or protect the true normal earnings capacity 
of taxpayers whose growth could reasonably be expected to continue after 1949 
without regard to the emergency defense program.’ 

Isn’t the removal of inequities the first logical step in tax reform? Reductions 
can come later when the budget is balanced, but it is never too soon to remove 
inequities. It would not provide the small company with an inequitable benefit, 
but would only remove a great barrier which has unfairly limited its growth. 

High taxes can be justified on the basis of the needs of our country. We will 
all go along with that. We want a balanced budget, and we want a sound econ- 
omy. But I for one can see no justification for a tax which is levied on less than 
12 percent of the corporations, and I hope I have helped correct any belief that it 
hurts only the large wealthy companies. 

Mr. Derweiter. My name is Joseph H. Detweiler, and I am secre- 
tary and treasurer of Argus Cameras, Inc. We are a small company 
in Ann Arbor, Mich. We are an aggressive company. We have been 
trying to grow and we have been stifled by a discriminatory form of 

taxation. I think you will be surprised to hear of the tremendous 
effect that this tax has had on our company. I sincerely believe that 
was not the original intent of the law. 

Our industry is a feast and famine industry. If we cannot save 
money when times are good, we cannot tide our company over the 
period when people must spend their money for groceries rather than 
for photography. Yet I think the survival of companies such as 
ours is essential to the well-being of the United States and I think the 
facts I am going to show you her e will demonstrate the very severe 
and unfair effect of the excess- profits tax upon our company and other 
small companies in similar positions. 

Argus was founded in 1931. We first began to manufacture cam- 
eras in 1938. In the short space of 15 years we have grown to be the 
largest manufacturer of 35-millimeter cameras in this « country. Dur- 
ing World War II we won the Army and Navy award five times for 
our military production. During the Korean war our engineers have 
developed extremely complex and accurate fire-control instruments 
for the Armed Forces. Those are now in production by us in con- 
siderable quantity. 

From 1942 through 1945 we were practically a facility of the Gov- 
ernment. We did nothing but military business. In 1946 we recon- 
verted. Our costs were high and we suffered a loss. In 1947 we were 
back in the photographic business and we made a profit, about 6 
percent, on our sales. During that year, however, our company also 
made a nearly fatal mistake. We purchased some properties outside 
of Ann Arbor in an attempt to diversify our production to level out 
the demand for our products. That was an unwise move as it turned 
out, and we never made money with those properties and we were 
forced to dispose of them in 1949 at a very substantial loss. 

We also suffered during 1949 a downturn in photographic business 
in general. Thus, during the 4 years from 1946 through 1949, we 
had total sales of $27 million. Our net profits were $111, 000, four- 
tenths of 1 percent of our sales. Those were the so-called normal 
years. Those are the years which are used as the base for computing 
the excess-profits tax. 
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Why is the excess-profits tax so named? In what sense are our 
profits excess? Is it because they are higher than in those bad years 
we are trying to forget? It is true that since 1947 our profits have 
doubled. Our sales have tripled. Our taxes have increased by a 
factor of 12. Are our profits considered excess because of wartime 
shortages? Have we been able to sell our cameras at greater quantities 
and at exorbitant prices because of shortages? 

In 1949 our major item, the C-3 camera, sold at $78. It now sells 
at $69.50. We have reduced our prices during this period. If our 
prices were exorbitant, people would not buy cameras from us. We 
are in a competitive market. 

Since 1949 our company has been under new management. Our 
sales have grown from $5 million steadily to our present volume 
which I estimate to be about $18 million this year. Who has benefited 
primarily from this growth? The Federal Government, I think, is 
the answer. 

The figures I am going to show you are our latest published figures 
for the 6 months ended January 31. We are on a July 31 fiscal year, 
so to show our current rate of operations I am simply doubling those 
6 months’ figures as a representative example of what we are now 
doing. I have used the word “discrimination” as descriptive of the 
way we are being taxed. 

I am going to show you what I mean by discrimination by compar- 
ing the effect of this tax on us with its effect on our competitors. In 
the optical business the two largest manufacturers are Eastman 
Kodak—which is many, many times bigger than we are—and Ameri- 
can Optical. 

There is another company in our area with which we compete for 
labor. That is General Motors. They do not know we exist, I 
imagine. 

This first chart shows the increase in our taxes from 1947 to 1952. 
In the case of Argus I have shown 2 years, 1952 and 1953, because 
our July 31 fiscal year overlaps the calendar year of the other corpo- 
rations. Therefore, some place about halfway between the two bars 
is a comparable figure with the other companies. 

You will see our taxes this year have increased by a factor of 12 
since 1947. Eastman Kodak, which is the next bar, has increased 200 
percent; General Motors a little more. American Optical’s taxes are 
less, 

You might say that certainly we have grown. Our sales are bigger. 
We would expect to pay more taxes. So on the next chart I have tried 
to eliminate that factor, and I want to show the increase in the ratio 
of our taxes to our sales as compared to the other companies. Our 
taxes in proportion to our sales have increased by 400 percent since 
1947. Eastman Kodak’s have increased 92 percent; General Motors’ 
slightly less; American Optical is paying less in taxes. 

Our taxes in relation to our sales have increased four times as much 
as Eastman Kodak’s. 

This next chart shows the net worth of our company compared with 
the taxes which we will be paying this year. Our net worth at the 
latest published date is $3,100,000. That consists of about $700,000 
investment capital and about $2,400,000 which has been accumulated 
out of earnings over a period of 22 years. In this 1 year, however, 
we are paying in taxes a total of $5,186,000, or 165 percent of our net 
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worth. That consists of about $2,200,000 in excise taxes; $2,200,000 
in income taxes; and $700,000 in excess-profits tax. 

Gentlemen, our total tax burden this year is 65 percent more than 
our company is worth, a worth which has been accumulated over a 
period of 22 years. Without the excess-profits tax, our taxes would be 
10 percent more than our net worth. 

How do these other companies compare with us in relation to taxes 
on net worth? On this chart I have eliminated all reference to excise 
taxes because I do not have comparable figures for the other corpo- 
rations. Therefore, our total tax burden on Federal income and ex 
cess-profits taxes this year is 95 percent of our net worth. 

Eastman Kodak’s total taxes, income and excess profits, is 20 per- 
cent of their net worth. General Motors’ is 35 percent. We are pay 
ing in relation to our size four times as much in taxes as is Eastman 
Kodak. 

Is this the tax which is supposed to hit the large and healthy com- 
panies the hardest? I do not mean to imply Eastman Kodak does 
not pay substantial excess-profits taxes; they do. 

Perhaps a better way to show the effect of taxes in relation to our 
size is to relate it to the number of employees. This chart shows 
that in this year our total Federal income and excess-profits taxes per 
employee will be about $2,700. Again I have omitted excise taxes. 
Eastman Kodak’s is $1,100 per employee; General Motors’ is about 
$2,000, almost as high as ours; American Optical is $178 per employee. 

If we added in the individual income taxes of these employees and 
the excise taxes, we would get a total of $6 million derived from our 
small company and paid to the Federal Government in 1 year—this 
from a company with total sales of $18 million. 

I am not including the taxes which our stockholders pay on divi- 
dends. I am not includir.g indirect taxes which we all pay nor local 
and State taxes which have incidentally been recently substantially 
increased. 

What do our stockholders think about this?) We have sixteen hun- 
dred stockholders who own our business. Our taxes this year will 
amount to about $13 per share of our common stock. Our net profits 
will be $2 per share. Our dividends will be 25 cents per share. Our 
total tax burden is more than 50 times the dividends that the owners 
of our business are receiving. 

How does this compare with the other companies with which I am 
comparing ours? Again eliminating excise taxes, our total payment 
of Federal income and excess-profits taxes this year will be about 30 
times our dividends to the stockholders. Eastman Kodak’s will be 
9.7 times, or was in 1952. General Motors is about the same. Ameri- 
can Optical is paying only slightly more to the Government than to 
their stockholders. 

I think this demonstrates that the larger companies are paying to 
their stockholders a considerably greater portion of their profits and 
remitting considerably less to the Government than we are. 

Perhaps we should be discriminated against. Are we making a lot 
of money from our military business? This year it amounts to about 
25 percent of our total sales volume. We consistently quote prices to 
the Government which will give us about one-half the profit we make 
on our commercial products. However, if we make a mistake in our 
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estimate, that is taken care of because all of our major contracts are 
subject to price revision with a very thorough audit. 

After our prices have been revised at the end of the year our con- 
tracts are all put together and renegotiated. If the Renegotiation 
Board feels we have made an excess profit, it is taken away ‘from us. 
They have not given us any trouble so far. 

After that we are then subject to Federal income and excess-profits 
taxes at the rate of 70 percent. 

This next chart I am going to show you, I think, is the most effective 
one I have to demonstrate the effect of the tax on us. In 1950 we had 
a working capital of about $1,200,000. We have $700,000 in cash in 
the bank and we did not owe anything to anybody except for our 
normal trade accounts and about $490,000 in Federal income taxes 
which we owed to the Government. Since then we have grown. Our 
working capital now is $2,300,000. 

But will you look at our tax burden. We owe more than that in 
Federal income taxes alone. In addition to that we have borrowed 
$1,600,000 on a B loan to finance our military business. But on top 
of all that we were forced to mortgage our entire plant to borrow 
$500,000 to build an addition which gave us a 14-percent increase in 
floor area. That addition is being used exclusively for the production 
of military equipment. We were forced to mortgage our entire plant 
to build that addition. 

It used to be the practice in seasonal industries to produce when 
business was good and to lay off people when there was no market 
tor the products. January and February is the low point of our year, 
but this January and February we were determined to build an inven- 
tory of products to sell this summer. We wanted to even out our 
employment. We built an inventory of cameras. 

Our business was good through March. In April we sold fewer 
cameras than we did in March. In May we sold fewer than we did 
in April. We have some cameras in our warehouse right now just 
as we are going into the biggest part of our season, and we cannot 
build any more. We do not have the cash to build any more inven- 
tory, even though we sincerely believe it will be taken from us by 
our customers in the summer and especially at Christmas, which is 
our best season. 

Last month we laid off 50 people from that production line. This 
month we will lay off 50 more. We cannot afford to carry any more 
inventory. These people who are being laid off do not understand 
all of this. They know that business in this country wn been good. 
They know our business has been good for the last 4 years. They do 
not understand why we cannot carry more inventory iol keep them 
at work. But we still pay excess-profits tax, a total tax of 70 percent 
on our profits. 

I hope you will consider our situation very seriously before you 
decide an extension of the excess-profits tax. 

It has been said this tax hits only 12 percent of the-corporations. 
In my mind this is the best argument for its discontinuance. How can 
a tax be justified which is levied on only 12 percent of the corpora- 
tions when those are the 12 percent which are growing, which are lively 
and aggressive ? 

The discrimin: itory effect of this tax was forecast by this committee, 
eight members of it signing the minority report at the time the bill 
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was reported out in 1950. They hit the nail right on the head. They 
said that it was going to interfere with the growth of corporations. 
It has. I sincerely believe that we should have a balanced budget and 
that we need a sound economy. I can see no justification, however, for 
taxing inequitably the small and growing corporations. I think there 
is a difference between tax reductions and the removal of inequities. 
Reductions can come later when you think they can be justified, but 
it is never too soon to correct inequities. 

I hope I have shown you that this tax does not have its major effect 
on the large and healthy companies. 

Thank you very much 

Mr. Jenkins. Are there any other questions ? 

Mr. Mason. Yes, Mr. Chairman. 

I think you have made a very illuminating statement as to the effect 
of this tax upon your company, and it is particularly illuminating 
and forceful when you compare the effect of this tax upon your com- 
pany as upon your Eastman Kodak and General Motors companies. 
That is the thing that 999 out of every 1,000 people in this country do 
not understand. Because it is called an excess-profits tax, why, they 
think it is an excellent tax. But it is just the very opposite and it is 
the worst tax on our tax books. I agree entirely that the sooner it is 
done away with the better it will be, particularly for our young, grow- 
ing, expanding companies. 

Mr. Jenkins. I concur in Mr. Mason’s statement. It seems to me 
your story is a complete refutation of the arguments made on the 
other side, because you start and move and come back. You have 
illustrations in there that cover every activity. 

I should like to ask, Would you like to put those charts in the record ? 

Mr. Derwetter. Yes. They are shown in my written report which 
has already been incorporated into the record. 

Mr. Jenkins. I should like to ask one other question. This may be 
personal. 

It would seem to me you would get tired of this program after 
beating your brains out at a time when your energy and money are 
involved and you find such poor encouragement. I ‘wonder why many 
smart fellows like you and the ones we have had on the stand do not 
quit. 

Mr. Detwetter. I am young. Ihave a number of years to go. I 
assure you I will not always stay with a company which has a burden 
like this, but I honestly believe this is not going to last. We have 
thought the excess-profits tax would expire this year. 

Mr. Mason. And you were given assurance it would expire when 
we passed the thing. 

Mr. Jenxkins. You made a very fine statement. We are glad you 
are here. 

The Cuatrman. I am sorry I had to miss your testimony. 

Mr. Mason. It was excellent. 

The Cuatrman. The next witness will be Mr. Watson, president of 
the Youngstown Welding & Engineering Co., Youngstown, Ohio. 
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STATEMENT OF C. G. WATSON, PRESIDENT, THE YOUNGSTOWN 
WELDING & ENGINEERING CO., YOUNGSTOWN, OHIO 


Mr. Warson. Chairman Reed, Mr. Jenkins, and Mr. Mason, my 
name is C. G. Watson. I am president of the Youngstown Welding 
& Engineering Co., fabricators of alloy metals. 

I have come here from Youngstown, Ohio, to present to you first 
hand an account of how this iniquitous tax, misnamed an “excess- 
profits tax,” is working a gross injustice on our comp: uny and crippling 
severely its ability to keep abreast of deve lopments i in our field. 

The Youngstown Welding & Engineering Co. is only a small con- 
cern. We owe our existence to our energy and ingenuity in improv- 
ing and perfecting the products we manufacture. Our total net 
worth is only $114 million and we employ 250 persons. Were it not 
for this so-called excess-profits tax, we would very likely be larger 
and employ many more persons. 

For your information, gentlemen, I have attached to the prepared 
text of my testimony graphs showing by percentages the sales-dollar 
distribution of the Youngstown Welding & Engineering Co. for the 
last 11 years, 1942 to 1952, inclusive. 

(The graphs referred to follow :) 
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You will note that these graphs show a high efficiency and economy 
in operation, but a very unsatisfactory return to investors. In the 
light of this record we could not get an investor to put a nickel in our 
stock. To grow—to keep up with our industry—we are forced to 
plow back as much of our money as possible. Yet the excess-profits 
tax confiscates that money which we need so badly. That tax forces 
us to remain in the class of an unsatisfactory investment. 

I want to confine my comments to the subject that I know best—the 
Youngstown Welding & Engineering Co. I believe you gentlemen 
want to know specifically how this excess-profits tax affects a small 
manufacturing business such as ours. 
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During the years of World War II, 98 percent of the business of the 
Youngstown Welding & Engineering Co. was war work. We were 
eng: wed i in the fabrication of critical alloy materials for the Navy and 
we established no record of purchasing carbon steel. The absence of 
a steel-purchesing record was very much to our disadvantage in the 
years immediately following the war. We came out of the war with- 
out our old customers and unable to purchase steel for the new ones 
we were trying to win. In3 of the 4 years after the war we lost money 
and in the fourth year we made only 3.2 percent profit on sales. 

Yet these 3 drought years and 1 Jean year are used as the base period 
for determination of our allowable profits today. If we had been 
free to develop the postwar business that we might have had and if 
we had accordingly ~ able to show a profit for those drought years, 
we would not be penalized today with the excess-profits tax that we 
have to pay. 

The tax is not on the percentage of profit; it is on the amount of 
profit. Thus, two companies making the same product and the same 
percentage of profit on sales can be taxed at different rates. This 
ismanifestly unfair. It putsthe Youngstown Welding & Engineering 
Co. at a competitive disadvantage. 

I want to make a few characterizations of this tax and right beside 
them I want to show why they are true with respect to the Youngs- 
town Welding & Engineering Co. 

One, the tax is unjust. The Youngstown Welding & Engineering 
Co. has been penalized for its efficiency, know-how, and ingenuity. 
After securing contracts on competitive bids, we have spent much time, 
money, and energy to produce at a minimum cost. Then for our pains 
we have not been allowed to make a profit. We have been subjected 
to unjust taxes because, through no fault of our own, we had a bad 
base period. 

We developed composite radar: masts.and: periscope tubes for sub- 
marines. We gave the Navy a better product at 25 percent of the cost 
than the Navy had been paying. We developed 70/30 tubing for fire 
lines on Navy vessels showing a saving of from 10 to 20 percent, and 
the profits for our initiative and service have been subjected to the 
excess-profits tax. 

Here is how materials and methods of August 1952 described some 
of the work we have been doing: 

A new design of extensible radio and radar masts for snorkel-equipped sub- 
marines is saving the Navy $2,567,700. The new mast uses seamless drawn low- 
alloy steel tubes with monel cladding. The original design called for tubes 
forged and pierced from solid billets of stainless steel. 

Extensible mast tubes must have strength with minimum weight, to support 
antennas without undue vibration when at snorkel depth, and maximum snorkel 
speed. The tubes must withstand deep submergence pressure and must be cor- 
rosion resistant. They must have smooth, accurately machined exteriors to pro- 
vide good bearing surfaces for extension, retraction, and rotation. They must be 
rugged to withstand wave action. The tubes also must be interchangeable to 
facilitate replacement. 

Under the original design, masts would have to be forged and pierced from solid 
billets of 18: 18 stainless steel having a total weight for all the masts to be made 
of 11,320 tons. The total finished weight of the masts would be only about 400 
short tons. This meant that 10,920 tons of metal would have to be machined 
away and scrapped. 

The total program for the new tubes requires about 340 tons of steel tubing, 
very little of which is machined away, and 125 tons of monel cladding, of which 
50 tons are machined away. 
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We got out of that contract a little in excess of $400,000 which we 
were allowed by renegotiation, 7 percent. 

Two, the tax is inequitable. We are making atomic energy tubing 
in an efficient and economical manner and we are being penalized by 
heavy excess-profits tax while our competitors are receiving the same 
price for their product and are paying no excess-profits tax. Under 
this excess-profits tax setup it is possible for one company through its 
efficiency to make a good profit on a product at a set price while another 
company on the same product at the same price can lose money and 
pay no tax. 

Three, the tax is against industrial progress. A small company is 
obliged to stay small because it is not allowed to retain sufficient money 
to keep up with its industry. The same applies to a young company 
unless it continually brings in new capital. 

During the last 3 years we have been forced to borrow heavily in 
order to obtain necessary new equipment. We have on order at the 
present time an $84,000 press which will be used principally for Navy 
work. We must earn approximately $280,000 in order to pay for this 
$84,000 press under the present excess-profits tax. 

In addition to this we have borrowed and invested in the last 3 
years $200,000 in new equipment. To pay that back we will have to 
earn approximately $666,000. And still we will be no further ahead. 
We will have no more cash in the business. All we will have is more 
machinery. 

Excess profits, if any, are well taken care of by renegotiation clauses 
and competition. Practically all of our work is obtained after com- 
petitive bidding and the contracts contain renegotiation clauses which 
definitely control the percentage of profit but not the amount of profit. 

I want to say in closing, gentlemen, that I am grateful for the oppor- 
tunity to present my case before you. 

The CuHarmman. We thank you for your very fine statement. 

Mr. Jenkins will inquire. 

Mr. JenNKriNs. You want these designs to go in as part of your state- 
ment ? 

Mr. Watson. Yes, sir. 

Mr. Jenxins. Let me ask you how long you have been in this 
business. 

Mr. Watson. I entered the business September 1, 1921. 

Mr. Jenkins. You are the president? 

Mr. Warson. Yes, sir. 

Mr. Jenkins. And were you the president when it was organized ¢ 

Mr. Watson. No, sir. 

Mr. JENKINS. You went into a company already organized ? 

Mr. Warson. I went into the company when it was practically 
broke. It started in 1912. 

Mr. Jenxins. How many stockholders do you have? 

Mr. Watson. Eleven. 

Mr. Jenxrns. You had an uphill fight. You paid your way. 

That is all. 

The Cuarrman. Mr. Mason ? 

Mr. Mason. I do not want to inquire. I am through inquiring. I 
am just getting fed up with all these statements, one after another, all 
proving absolutely the same case. 
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The CuarmMan. We agree with them. 

Mr. Mason. Why, of course. 

The Cuatrman. I notice Mr. Oliver Martin of the Williams & Mar- 
cus Co., Philadelphia, Pa. Is Mr. Williams here, too? We will be 
glad to hear both of you. 

Mr. Wiit1aMs. I am the president. Mr. Martin was the controller. 
I was able to come down. 

The CHarrMaNn. Give your name and the capacity in which you 
appear. 


STATEMENT OF JOHN S. WILLIAMS, PRESIDENT, WILLIAMS & 
MARCUS CO., PHILADELPHIA, PA., ACCOMPANIED BY OLIVER 
MARTIN 


Mr. Wuut1ams. My name is John S. Williams, and this is Mr. Oliver 
Martin. 

I reside in Philadelphia, Pa. I am president of the Williams & 
Marcus Co. of Philadelphia, Pa., which does a commercial printing 
business consisting of letterpress, offset, and silk-screen work. 

[ should like to preface my remarks by pointing out that it has 
been quite apparent that the gospel of Government economists for the 
past 20 years has been, “Soak the large corporation with high taxes 
and help the little fellow.” It is interesting to note that, under this 
policy, the large and rich corporations have become larger and richer; 
whereas, the small business has become scarcer and poorer. Let us 
review this situation from the standpoint of our own operations, 
which, I believe, can qualify as small business. 

Mr. Jenkins. I want to say on behalf of the large corporations, the 
president of a large corporation called me a few days ago and said 
his company was not seriously affected by this tax but there were a lot 
of little corporations that were abused. He was strong for your side. 

Mr. Witt1ams. Thank you very much. That is very heartening. 

Our company is in a highly competitive field and, therefore, must 
be content with operating on a very close margin. The labor costs 
are controlled by the union scale and material costs are set by the 
activity in the paper market. It is a well-established and well-known 
business in the area which it serves, having been incorporated in 1908 
in Pennsylvania, the present management consisting of myself and 
my associates, took over on January 1, 1946. 

With this short biographical sketch in mind, let us now review the 
company’s financial growth over the last 14 years. Attached to the 
copies of the testimony furnished to the committee is a summary 
schedule of financial data for this period. 

(The summary schedule referred to follows :) 
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Sales for the fiscal year ended October 31, 1939, amounted to $410,- 
000, on which a very modest profit of $9,850 before taxes was realized. 
This was reduced to a net after taxes of $8,050, or 2 percent of sales. 
Despite the fact that the company was unable to obtain any war work, 
through our unceasing efforts the sales showed a steady increase dur- 
ing the 6- year per iod ending with the October 31, 1945, fiscal year. 
However, although the ; sales had risen to an annual volume of $681,- 
600, increased costs of materials and labor, together with continued 
high competition, held the profits down to $36,100, or 5.1 percent before 
ta me, and $22,400, or 3.3 percent after taxes. 

Sales and profits increased substantially for the fiscal years ended 
in 1946, 1947, and 1948, due to the continued efforts of our sales force 
and the inflationary trend. The sales reached a peak in 1948 of 
$1,394,000. However, the profit margin was greater the 1947 fiscal 
year, amounting to $124,000, or 9.9 percent before taxes, and $62,300, 
or 6.5 pe ont after taxes. Even this result, the best for this entire 
period, was far from excessive. 

Although the sales for the fiscal year ended October 31, 1949, again 
showed a large increase over the previous year, totaling $1,570,000, 
the profit margin slipped badly. These percentages amounted to 
1.6 percent before taxes and 1.2 percent after taxes. This decrease 
was attributable to the fact that c 1948 we made substantial invest- 
ments in new high-speed equipment, and most of the year 1949 was 
spent in learning to properly operate this equipment. 

During the fiscal years ended October 31, 1950 and 1951, a great 
effort was made to improve our profit margin, which had suffered so 
badly from the increases in labor and material costs, purchases of 
much-needed new equipment, and the addition of certain fringe bene- 
fits for our employees. Despite steady increases in our gross busi- 
ness, these efforts did not begin to bear fruit until the fiscal year ended 
October 31, 1952, when on sales of $2,081,000 the company realized 
a profit of $181,496 before taxes, which amounted to a moderate 
8.7 percent of sales. 

vow ever, inasmuch as we were not fortunate enough to make sub- 
stantial profits in the difficult base-period years of 1946, 1947, 1948, 
and 1949, the Federal Government said these profits were excessive, 
and the company paid $122,000 in income taxes, leaving $59,465, or 
2.9 percent, with which to pay the owners a small return on their 
investment and to strengthen and expand our business so as to give 
maximum security to our employees. 

Again, it should be pointed out that at no time during this period 
did the company have any war or defense contracts or subcontracts. 
All business received was on a highly competitive basis, and any 
increase in sales and profits was due entirely to improvements in 
operating procedures and increased selling efforts. 

During this 14-year period the company invested $387,300 for ma- 
chinery ‘and equipment and building improvements, or an average 
of $27,700 each year. This was certainly not excessive, but merely 
the minimum that any prudent businessman would spend to maintain 
a modern and efficient plant. Dividends of $93,000 were paid during 
this period, or an average of $6,600 per year, which represents only 
0.6 percent of sales. 

In view of this conservative financial policy, it would be reasonable 
to believe that the company’s working capital position should have 
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improved. Unfortunately, this was far from the case. The current 
ratio at October 31, 1939, was 1.91; reached a high on October 31, 1944, 
of 3.54; and declined to the ratio at October 31, 1952, of 1.66. 

Gentlemen, it is very apparent from this that, although we have been 
running at top speed, ‘eo hues in fact been going backward. To further 
point out the effect of the present high taxes, it has been necessary for 
us to borrow $100,000 in order to meet the first 2 accelerated payments 
of our October 31, 1952, tax bill, which has further reduced our working 
capital position. 

From the foregoing, it becomes quite clear that, regardless of what 
was originally intended, the present excess-profits tax law places an 
intolerable burden upon the small growth company. In many cases, 
due to the great difficulty in accumulating additional working capital 
out of earnings and the limited borrowing capacity of a small business, 
the only financial salvation is to become absorbed by a large corpora- 
tion. The large corporation, even when subject to excess-profits taxes, 
will find little difficulty in improving its working capital because of 
its vast borrowing power, both of a sort- or long-term nature, and its 
ability to obtain funds through the issuing of additional capital stock. 

It is not felt that the story of our company is in any way unique, but 
that it represents a very serious problem facing the majority of small, 
struggling businesses under the present unrealistic tax structure. It 
does not seem reasonable that a company is permitted to retain less 
of the present lower-valued dollars than the higher-valued dollars 
retained in the base period years. 

It also seems unrealistic to base the calculation of excessive profits 
on past performances rather than analyze current operations to deter- 
mine their excessiveness. Certainly the Renegotiation Act is adequate 
to protect against profiteering on war and defense contracts. 

Therefore, companies whose business is in no way attributable to 
the war or defense effort, but who through their own efforts are able 
to increase sales volume and profits, should be permitted to retain a 
reasonable percentage of these profits. This, I believe, is the very 
foundation of our American system of free enterprise which has 
enabled us to reach our present position of supremacy in the industrial 
world today. 

The present excess-profits tax is unfair, unreasonable, and inequi- 
table, as it does not treat all taxpayers on the same ete basis. 
It permits one taxpayer experiencing abnormally successful operations 
during the base period to retain a ces portion of its profits during 
the current taxable years; whereas, another taxpayer with an extremely 
low margin in the base period may be permitted to retain an even 
smaller percent of his profits, owing to the increased volume of his 
business and therefore increased dollar profits. 

In closing, it should be pointed out that the days of low taxes are 
probably gone forever. However, if in the interest of national secu- 
rity and a balanced budget, it becomes necessary to collect larger reve- 
nues, this should not be done through excess-profits taxes of the pres- 
ent kind, but through renegotiation of Government contracts and sub- 
contracts to recapture excessive profits and prevent war profiteering 
and through the use of higher base rates or a broader tax base which 
would affect all taxpayers alike. 

The CHarrman. We thank you very much, Mr. Williams. 

Mr. Mason. Mr. Chairman. 

The Cuarrman. Mr. Mason. 












564 EXCESS PROFITS TAX EXTENSION 














Mr. Mason. I like the tone of your voice. You talk as if you meant 
it. ‘That is the kind of witness I like to have before me. 

You stated in essence that because of a very bad base period when 
you made $180,000 profit, you had to give Uncle Sam $120,000 and 
you kept only $60,000, which is paying Uncle Sam for your efficiency 
and your aggressiveness and your effectiveness in conducting a com- 
petitive business. You paid him $2 for the privilege and you keep 1 
out of every 3. That is your picture, is it? 

Mr. Wituiams. Thank you very much. We radically changed our 
methods in 1948. If you will leok at the schedule, you will see we 
spent over $200,000 in new equipment. We could not get people right 
out of a blue sky to operate that equipment. Therefore, during 1949 
to digest that new equipment, we made very little profit. That is what 
we are suffering from. 

The Cuatrrman. Thank you very much for your statement. 

The next witness is Mr. E. H. Mundy, treasurer of the Sturgis 
Posture Chair Co., Sturgis, Mich. 


STATEMENT OF E. H. MUNDY, TREASURER, STURGIS POSTURE 
CHAIR CO., STURGIS, MICH. 




















Mr. Munpy. My name is E 
Sturgis Posture Chair Co 

Please add the name of the Sturgis Posture Chair Co. to the long 
list of those manufacturers who oppose the extension of the excess- 
profits tax. 

According to the news releases, you have heard enough testimony 
concerning the terrible damage this unfair tax imposes on growing 
businesses. In our case we have been forced to borrow to the limit 
and double our outstanding stock by sale for new money to have 
anything with which to keep our plants modern and our growth even 
moderate. 

A new angle I would like to present, and perhaps not too new, is 
the effect of this tax on management. Please sit with me at my 
desk during these years of excess-profits tax. Every problem is 
studied with this tax a principal consideration. We continually ask 
the question, how can we legally spend money which in any way will 


promote the future welfare of the company when this tax is finally 
removed ? 





. H. Mundy, and I am treasurer of the 


We expand our advertising, hire additional engineering personnel 
to develop and apoE our line, and finally last year decided that 
new and better distribution could be established by cutting our prices 
way below OPA ceiling. Last year our sales were about the same as the 
year before in the number of chairs, but our dollar sales were reduced 
from $3,100,000 to $2,790,000; our gross profit before taxes from 
$87,000 to $24,000; and our Federal taxes from $55,000 to $7,500. 

At a cost to our stockholders of only $16,000 and to the Government 
of $47,000 in taxes, we strengthened our sales position very materially. 
If there had been no excess-profits tax, we might well have expected 
to earn as much as the year before, or $87,000. At the 52-percent 
corporation tax rate, the Government would have received $ $45,000 
in taxes instead of $7,500, an increase in total tax of $37,500. 
Management today must be alert to every situation that can improve 
the ultimate and long-range benefit for the stockholders. 
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I know from discussion with others, by watching the tremendous 
increase in advertising, and even by reading advisory services, that 
we are not alone. All businesses subject to this tax are taking every 
possible advantage of spending 18-cent dollars in those legal ways 
to obtain some residual value. We look at expenses that way. 

[ believe strongly, gentlemen, that American business will actually 
return more tax dollars to the Treasury without this unfair tax than 
with it, and that totally unjust taxation cannot be supported by the 
requirement for additional revenue and maintain the faith of the 
people in its Government, and that to allow this tax to remain law, 
even for a short time, will do serious damage to the future ability of 
American industry to expand and care for an increasing labor supp ’y- 

Further, I want to call your attention to the fact that the burden 
of continuing this tax as a new tax law falls completely on this 
administration, which pledged to voters last November a reduction 
in taxes, not a new tax burden. This would be a new tax burden, for 
the old administration passed the excess-profits-tax law to die June 
30, 1953. It should die on schedule. 

If, however, for the purposes of political expediency, you find 
necessary to have a new excess-profits tax, then I have a suggestion to 
make. Tax experts go on past experience; management looks ahead. 
A full year rate of 20 percent instead of a half-year rate of 30 percent 
would cause management to look well to costs in the last half of the 
year and might well produce more net revenue to be collected in 1954 
than would the extension of this tax in its present form. 

Thank you. 

The Cuarrman. Thank you very much. That is a very fine state- 
ment. We are glad to see you people taking an active part in the 
industrial development of our country. We agree with you that this 
excess-profits tax has a strangulating effect on the development of 
business. 

Mr. Mason. I want to compliment you on the brevity of your state- 
ment and the fact that you have opened your heart and said you are 
beating this vicious excess-profits tax and at the expense of the Govern- 
ment. That is exactly what they are all doing. These full-page ads 
I see in the newspapers testify to that fact, that the companies would 
be paying more in their regular corporation tax if they did not have 
to pay this excess-profits tax. 

Mr. Munpy. We think so. 

Mr. Mason. You have given a very specific instance of that and I 
am very glad to get it. 

The Cuamman. Thank you, sir, for a very excellent statement. 

The next witness is Mr. F. C. Steffens, vice president of the National 
Rejectors, St. Louis, Mo. 


STATEMENT OF F. C. STEFFENS, VICE PRESIDENT, NATIONAL 
REJECTORS, ST. LOUIS, MO. 


Mr. Sterrens. I have a very condensed statement of our corporation 
to submit. It will take me a few minutes to read it off. I think it is 
self-explanatory. 

I would like to point out that our corporation was founded in 1936, 
and it has never replaced any other business. It has not gone in com- 
petition with any existing business. It has been instrument: al of 
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founding a new industry which is the vending machine industry, and 
“re increase in employment was created new and never existed before 

936. 

I have prepared an operational statement of the years 1946 to 1952 
and have omited warwork and have given the figures of own work. 
In the year 1946 we had net sales of $1,853,000 with 252 employees and 
paid income taxes of $95,000 which netted us $141,000. 

In 1948 we increased it to $2,500,000. The employees stayed about 
the same. Income taxes were $120,000 and net profit was $179,000. 

In 1952 we increased our sales to $4,800,000 with 749 employees and 
paid income taxes of $644,000 with a net profit of $263,006. 

The percentage of increase from 1946 to 1952 is as follows: Net sales, 
159 percent ; number of employees increased 197 percent; income and 
excess-profits taxes, 578 percent; and net profit, 87 percent. 

Since 1935 National Rejectors has paid out less than 25 percent of 
its net earnings in dividends. In other words, it put everything back 
into the busines for expansion and creating more jobs simultaneously. 

The company has borrowed $200,000 to finance its expansion. The 
company will have to borrow another $100,000 to help meet the June 15 
tax payment. The company’s excess profits taxes for 1952 alone were 
$168,000. 

If the excess-profits tax would not have been, we could have financed 
our whole expansion out of our own earnings and created more jobs 
by this time because we needed more floor space and more machinery, 
but we cannot afford it. 

The Cuarrman. How many employees do you have? 

Mr. Sterrens. 749 right now. 

This is my short statement. I am against the excess-profits tax as 
are many of our associated factories, our customers in the vending- 
machine industry. 

The CuarrMan. Does that complete your statement? 

Mr. Srerrens. Yes. 

The Cuarrman. We thank you very much. It is a very helpful 
statement, sir. 

The next witness is Mr. Robert A. Gilbert, staff member of the 
National Securities & Research Corp., New York City. 












































































































STATEMENT OF ROBERT A. GILBERT, STAFF MEMBER, NATIONAL 
SECURITIES & RESEARCH CORP., NEW YORK CITY 





Mr. Gripert. My name is Robert A. Gilbert. I am on the staff of 
the National Securities & Research Corp. of New York City. They 
are managers of a group of mutual funds, investment funds. The 
opinions expressed by me today are not necessarily those of the entire 
staff, but we are of one accord in dislike of the excess-profits tax. I 
wish to testify in behalf of stockholders as a class whose part in the 
magnificent standard of living in this country can no longer be ignored 
without dire consequences. The comparative lot of the stockholder 
has fallen so low in the United States of America that-extension of 
the excess-profits tax for even a short time is likely to be the proverbial 
straw to break the camel’s back and start the chain of unfortunte 
consequences. I shall develop proof for this statement. 

First, as to the comparative atrophying of the stockholder, and the 
impact of this situation on our economy at this particular juncture 
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in our course, the value of the shares of companies making our lives 
convenient and comfortable daily is far from levels commensurate 
with the values of these products to us. The shareholders’ factories 
and working capital are regarded as relatively unimportant these 
days and this seems anomalous in view of the enormous good these 
factories and working capital do in giving us automobiles, television 
sets, packaged food, abundant clothing, and the other myriads of 
things that make life so pleasant here. 

This disparity, and the agonizingly slow rate of its removal, can be 
shown in many ways. A measure of it is submitted in the following 
tabulation, comparing changes in national income with changes in the 
industrial stock averages. This table starts in 1910 and there has been 
a tendency until recent years for the factors to correlate, except, of 
course, for the 1929 period. After the latter, by the way, correlation 
was resumed ooaeuali soon, but now the gap seems only to widen or 
at least refuse to close meaningfully. 


TABULATION I 


| Discrepancy 
from assumed 





Index Index | conbiative 

national industrial — ms 

income stocks (4) ol 

(—) under 

Percent 
1910 eossese bdeaniind 100 100 | +29 
1911 bia Lie 97 90 | 4.29 
1912 , ad ; 100 101 +32 
1913 eke oa ne : ‘ 103 93 +23 
1918 = ae ae allaacas 110 80 | tit 
1916 wasceeren Mtnuctgusenddecasansadinpeans 131 | 113 | +21 
1917 ae . “ - 162 | 96 18 
1918 ee Sod ee Me Ba ; 200 | 4 —36 
eas ick bbeaaae bEidb bedhead dhe ol 217 109 | —2%6 
1920 si —— sectedasbaoon = —_ } 237 | 102 —53 
1921 : a 7 Sok ; bisetewl 196 | 84 —52 
1922. _.. = onacdsthupasooansce hicbawle 200 | 106 | —24 
1G38....5..- grenes acabe Qncteneersece aie 231 | 111 | —39 
Wc sees : xeintdiaDbsabaie« isiiwed ra 237 | 121 —27 
MIR 65pm cinnntesposh mish adnnawtapiabeydgesiecdueranevesceqee | 248 159 | onl 
eR RR AEB IRE Wt Pee id CALS Es 255 175 | +2 
1927 | 251 206 | +16 
1928. nivel 275 | 284 +35 
1929 -| 287 336 | +43 
1930 g 937 | 263 | +41 
1981. 187 | 156 | +21 
ee antltted ; 137 | 75 —2B 
1933 ; ko asian aa wasn 146 | 92 | —11 
1934 | 173 | 112 | —1 
1935 " ‘ ina ‘ “ j . 192 | 142 +10 
1936 i rat Soe ; Bie tb inst 224 | 190 | 22 
1937 aetaree . ‘ eds ‘ | 246 | 188 +9 
aR wo om nna 27 corner swnrnnrorseeecesempemere = | = | 156 | : 
t dé wecwoese . . ° | 444 || ) “2s 
Se <mee aside dadlises at | 266 | 154 | —16 
1941 __- . 323 | 139 —62 
1942. _.. , 423 | 123 | ~127 
1943... .. sor Res : 518 | 154 | —128 
oo sé ; een 573 166 | — 133 
945. . - : canal 559 | 207 | —78 
1946_ - 7 ’ | 575 218 —73 
iam ned | 627 | 204 —108 
1948 . - Soe hones Tas. 690 | 208 | —115 

1949 (iL esebtas 69 | 2 —1 
1980-22222 poser: | ie 784 oat | 3 
1951 _ - .. 826 | 299 | —80 
1952_ - Lied ‘ . 869 | 319 | —78 
1953 ae v4 : 913 326 | 2 —85 





1 Amount price would have to change from the present level to reach the correlation with national income 
? Range through June 5, 1953. 
March rate. 
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L will not dwell on all these figures, but if you will glance at them 
you will see that indexes of national income and industrial stocks 
standing at 100 each in 1910, now are 913 for income and 326 for 
stocks. This is a substantial difference. 

If one plots these figures as two lines on a chart, one finds a correla- 
tion with the lines interweaving and following one another. The 
usual relationship of the lines recurring time and again can fairly be 
called normal, and it is from this normal that the percentage varia- 
tions shown in the column at the right are taken. Thus, while the 
comparison does not infer at all that industrial stocks at normal will 
triple, it is to point out with emphasis and alarm that capital markets’ 
proportionate share in the country’s activity is being greatly dimin- 
ished, and is now far below normal, going in the wrong ‘direction. If 
this situation continues, stock values will reach a nominal part in our 
life. 

If there are not to be adequate values for capitalism’s shares, it is 
obvious we are living under a system other than capitalism. Without 
a capital market, there can be no capitalism, The only real alternative 
to capitalism is communism and it would seem to be advancing on us 
subtly on the economic front; partly by default on our part. Let us 
defend this front now by repealing at once the excess-profits tax with 
its confiscation of capital’s proportion of the Nation’s effort. 

The repeal of the excess-profits tax can strike a great blow at eco- 
nomic communism, ‘The excess-profits tax is paid largely by the most 
ambitious, most enterprising companies—the most ¢ -apitalistic com- 
panies, one might say—and these are the companies whose shares are 
valued on stock exchanges at 10 to 15 or even more times earnings. 

The collection rate on the excess-profits tax is said to be about $2 
billion per annum. Assuming $1.5 billion of this is amongst the secu- 
rities known to investors as growing companies, then the valuation at 
15 times earnings denied to investors now by extending the tax, is fully 
%22 billion—no less. No wonder the tax is called iniquitous even by 
its present proponents, I fear they have not taken the trouble to 
measure the extent of its iniquity nor the effect of that much more 
iniquity added at this time on the mainspring of our capitalism 
already bowed down under many iniquitous inequities. 

The Government can obtain this large sum of some $22 billion for 
only $800 million, a fraction of a year’s taxes and a smaller fraction 
of its worth in the capital market. Taking such a bargain would be 
typical of the efliciency for which America is famous, the effici lency 
that in industry makes products to tolerances of a millionth of an inch, 
if necessary; the efficiency that can build an automobile capable of 
reaching 100 miles per hour in 15 seconds or less from a standing 
start, with such cars available at popular prices. 

Let there be no doubt, the extension of the excess-profits tax is an 
unfavorable investment factor. To prove this may I show a number 
of recent instances of the reaction on business and security prices in 
response to the prospects or lack of them for repeal of excess-profits 
tax. I shall not read all of these but would call your particular 
attention to the January 31 article with its market rally and the May 
20 article with the market decline. 

One of the leading financial papers carried on its front page the 
following stories: 
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January 5, 1953: Plant-expansion programs are being abandoned or curtailed 
because of high Federal taxes, the Council of State Chambers of Commerce re 
ported after an eight-State survey. Billions of dollars worth of plant-expansion 
plans have been canceled by United States firms in the past 12 to 18 months. 
A majority of the companies blame the excess-profits tax. 

The denunciation of the evil on the front page encouraged the belief 
the evil could now be removed, and the market rose that day 0.56 per 
cent in the industrial averages. 

January 9, 1953: Congress prepared for a stiff fight on the issue of letting the 
excess-profits tax die on schedule at midyear. 

The doubts reinjected on the extinction of the burden shook the 
market, which declined 0.98 percent in the industrials. 

January 29,1953: * * * House Ways and Means Committee will approve tax 
reduction bill on February 16. 

The market rose 0.20 percent. 


January 31, 19583: Lower taxes. First cut in 5 years is almost sure in 1953, 
most lawmakers say. They think both excess-profits-taxes death, paring of per 
sonal levy may come on June 30. 

Che market then rose 0.63 percent. 


February 10, 1953: Senator Taft said it would be unwise to cut individual 
taxes this year, and expressed doubts that excess-profits levies should be allowed 
to die June 30. 

The market declined 0.51 percent. 

May 20, 1953: Eisenhower wants Congress to extend excess-profits tax to next 
December 31. 

As news of the demand came from the White House conference of 
the day before, the market declined 0.36 pereent. On the day afte 
the speech there was a halting rally of 0.77 percent, but in the follow 
ing several days the market declined by a net amount of fully 2.36 
percent. 


Excess-profits tax hits the sparkplugs of our economy. This is a 
time when the sparkplugs should be in the very best of condition 
cause of the increasing number of costly drags on business, becau rf 


the gradual slowing of demand in many industries, because of the 
semitransition from war to peace, and because of the tendency of com 
modities to decline toward a long period of postwar disinflation. 

In this connection an officer of one of the large steel companies 
recently said he expected a steel operating rate in the 70 percents by 
the fourth quarter of 1953, and that the only offset he saw to such 
incipient stagnation was repeal of excess-profits tax at this time. 

Gentlemen, there are many indications this is the time to give hope 
to our best economic drive. As Shakespeare said: 

There is a tide in the affairs of men which, taken at the flood, leads on to for- 
tune ; omitted, all the voyage of their life is bound in shallows. 

It is far easier and cheaper to reduce the budget than it is to let 
excessive taxation drive us into a depression, There are many civilian 
economies possible now exceeding by many times in total the amount 
of the excess-profits tax $800 million in question. We hope and pray 
Washington will concentrate on these, the fiscal hemorrhage as it were, 
instead of giving its attention to finding easy ways of telling the 
patient he must go on bleeding for a time. 


3507 8—53 37 
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In appealing to this committee, may I mention that stockholders 
are both large and small. There are more women stockholders than 
men, and the Government as well as the rest of us could well consider 
this as a need for a polite, trustlike, interest, in the condition of the 
shareholders. Some of our largest corporations are becoming more 
and more owned by many small stockholders through the medium of 
mutual funds. The persecution of capital can therefore seep through 
many parts of our population. 

Gentlemen, we appeal to you to be forehanded and reap the bene- 
fits of encouraging enterprise rather than hoping for a part of the 
deceased’s business. Let us take the “tide at the flood.” 

Combing the 1953-54 budget from the angle of first aid, one can 
find some amazing economies. For example, the stockpiling of stra- 
tegic materials has been accorded accounting treatment no private 
business would use. Some $4 billion or $5 billion of valuable inven- 
tories have been completely written off. This is a dangerous principle 
and of course an expensive one. 

There are many other places where good American commonsense 
can save or restore money. Buildings are constructed to house rec- 
ords that might be microfilmed. Higher interest rates on mortgages 
can save the taxpayer and householder both merely by reducing ‘Gov- 
ernment capital outlays in this field. The sum total of possible civil- 
jan economies is as much as $8 billion, 10 times the excess-profits tax 
in question. 

We beg and implore this committee to consider the question from 
this angle rather than balancing the budget at too high an expense 
level. 

I thank you, gentlemen. 

The Cuatrman. We appreciate your contribution. 

Are there any questions ? 

Mr. Mason. I would like to ask the chairman for information. 
Has this committee or has the chairman subpena powers so that we can 
require Secretary Humphrey to come up here and listen to all of 
this convincing testimony? ‘Then maybe he would not be so strong for 
the extension of the excess-profits tax. 

The Cuamman. Unfortunately, we do not at the present time have 
the subpena power. I am not sure he may not be requested to come 
up and let us ask him a few more questions. 

Thank you very much, Mr. Gilbert. 

The next witness is Mr. Harry H. Enders, treasurer and secretary 
of Young & Rubicam, Inc., New York City. 


STATEMENT OF HARRY H. ENDERS, TREASURER AND SECRETARY, 
YOUNG & RUBICAM, INC., NEW YORK CITY 


Mr. Envers. My name is Harry Enders. I am secretary and treas- 
urer of Young & Rubicam, Inc., an advertising agency whose principal 
office is in New York City. 

Mr. Chairman and gentlemen, we share the apparently unanimous 
opinion that the excess-profits-tax law is a bad law, that it is often 
viciously discriminating, and that it contains inequities which fre- 
quently are overpowering and that frequently tax normal earnings. 
We also believe that the law as it now stands frequently and seriously 
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discriminates among large, well-established companies as well as 
having a depressing effect on small and young businesses. 

As an illustration, section 519 of the Revenue Act of 1951 amended 
section 459 of the Internal Revenue Code by granting excess-profits-tax 
relief to taxpayers engaged in the business of television broadcasting 
which had depressed earnings in the base period as a result of their 
television operations. Proposed regulations of the Bureau of Internal 
Revenue relating to this section of the code (459 (d)) appeared in 
tentative form in the Federal Register of December 13, 1952. Such 
regulations would limit the benefits solely to television stations and 
networks and would specifically exclude other companies, such as 
advertising agencies, also engaged in the business of television 
broadcasting. 

Young & Rubicam, Inc., one of the leading advertising agencies en- 
gaged in the business of television broadcasting, protested the pro- 
oo regulations in a letter addressed to the Commisioner of Internal 

tevenue under date of January 9, 1953. The gross inequities of this 

section of the code, as interpreted by the Bureau, are discussed in some 
detail in a letter addressed by the company to Mr. Colin F. Stam, 
Chief of Staff of the Joint Committee on Internal Revenue Taxation, 
under date of February 17, 1953. A copy of this letter will be made 
available to members of the Committee on Ways and Means upon 
request. 

Mr. Mason. I hereby request it. 

Mr. Enpers. Yes, sir. 

(The letter referred to is filed with the committee.) 

Mr. Envers. We respectfully recommend that section 459 (d) of the 
Internal Revenue Code be amended to include, in addition to television 
broadcasting companies, “other taxpayers, such as advertising agen- 
cies, also engaged in the business of television broadcasting.” ‘The 
reasons for this recommendation, as set forth in the aforementioned 
letter of February 17, are summarized herewith. 

Advertising agencies, such as Young & Rubicam, Inc., are not tele- 
vision broadcasting companies. Nevertheless, they are vitally engaged 
in the television broadcasting business; they perform the same varied 
functions as the broadcasting stations and networks, with the single 
exception of transmitting the electronic signal. 

To illustrate this point, there is set forth in the attached exhibit a 
comparison of the number of personnel of Young & Rubicam, Inc., de- 
voted to specific television-broadcasting responsibilities with corre- 
sponding numbers of large broadcasting networks and greatly ex- 
ceeds those of individual stations. 

(The exhibit referred to follows :) 
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ExHIBIT — 





Comparative personnel of Young & Rubicam, Inc., and television broadcasting 
companies 
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television-broadeasting companies are as follows 
4 national network 
2 A nation network 
‘ 3) A New ve k City station. 
Yol. (4) A New York City station 
(5) A Washington, D. C., station 
A Chicago statior 
4 Pittsburgh station 


Mr. Enpers. It should be noted that the mechanical function of 
television broadcasting—that is, the transmission of the electronic 
signal—was researched, developed, and perfected long before the 
base period years 1946-49. In addition, the major expense incurred 
by broadcasting companies, in relation to this part of their function, 
is represented by investment in physical plant and equipment. 

Such expense, therefore, can be charged off only on a depreciation 
basis; it cannot, in its entirety, be allocated to any one or small number 
of years. Costs in relation to the trasmission of the electronic signal, 
therefore, could not have had too serious an effect on the base-period 
losses of such companies, 

Having built their physical plant, it was necessary for the broad- 
casting companies to build as large an audience as possible; they had 
to compete with other broadcasting companies for listeners, and this 
competition took the form of determining and producing a constantly 
more attractive entertainment. For only if they had an audience 
could they remain in business, and their rates were determined by the 
size of that audience. 

To acquire that audience required the building of programs and 
television personalities, and it was this that caused the tremendous 
expenditure of money from what would otherwise have been profits 
from radio and other operations. You have heard of the astronomical 
salaries paid to certain television stars; you are, perhaps, not so fam- 
iliar with the much larger totals expended in research and develop- 
ment of programs that lived for but a short time, of the failure of 
personnel, of the day-to-day mounting costs involving sets, props, 
production and talent that did not pay out, of the literally hundreds 
of shows that closed before they opened. It was here that the tele- 
vision-broadcasting business lost so much money during the base years. 

The advertising agencies were right in the middle of it. We, right 
alongside the broadcasting companies, pioneered this phase of tele- 
vision. We invested large sums in research, personnel, and programs, 
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for it was important that our clients have as large a circulation for 
their adve rtising messages as we could provide. Our ob jective here 
was exactly the same as that of the broadcasting companies. 

Our failures far outnumbered our successes. But we were learn- 
ing all the time, and subsequently those things we learned—the cost 
of which resulted in greatly reducing the profits from our other opera- 
tions during the base period- -pard off during the excess-profits-tax 
years. 

‘Today we have move television personnel, higher television payroll 
and overhead, and bigger te eeibaen billing than a great majority of 
the broadcasting cohipanies operating. During the base period our 
losses, attributable clirectly to television, were much oreater than the 
majority of broadcasting companies, and today our television profits 
are undoubtedly higher. 

lurthermore, many of the stations commenced television opera- 
tions only in the latter part of, or after, the base period and few real- 
ized any profits therefrom in the excess-profits-tax years. Young & 
Rubicam. on the other hand, Was active ly engaged mn television prior 
to the base period and earned substantial profits therefrom after such 
period. 

Denying relief under section 459 (d) to advertising agencies having 
television losses in the base period imposes the double penalty of sub- 
jecting their normal earnings from other sources to excess-profits tax 
and affording no excess-profits credit against current television profits. 
Such agencies suffer from discrimination which favors the broadecast- 
ing companies as well as other competing advertising agencies which 
were not engaged in television activities ae the base period. 

The need for equity and relief is very great in individual cases. 
Nevertheless, we estimate that aggregate oe of revenue to the Fed- 
eral ‘Treasury from this recommendation would not exceed $2 mil- 


lion. 


The television-broadcasting companies are certainly entitled to 
the relief provided them under section 459 (d). In developing their 
business they incurred substantial abnormal losses during the base 
period. The advertising agencies, side by side with the broadcasters, 
also incurred substantial losses during the base period from the same 
basic economic conditions of the television industry which prompted 
enactment of the relief proy isions of section 459 (d Be 

Accordingly, we feel that such agencies should not be denied the 
benetits of this section solely because they do not transmit the electronic 
signal and that the law should be amended to correct this inequity. 

"This inequity extends over a period of 314 years. We believe that 
whether the law is extended or permitted aes it should be ret- 
troactively amended to correct such gross inequities as I have here 
mentioned. 

The Carman. Thank you very much for your appearance. 

The next witness is Mr. C. R. Evenson, president of the Michigan 


Wheel Co., Grand Rapids, Mich. 
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STATEMENT OF C. R. EVENSON, PRESIDENT, MICHIGAN WHEEL CO., 
GRAND RAPIDS, MICH. 


Mr. Evenson. My name is Charles R. Evenson, and I am president 
of the Michigan Wheel Co., Grand Rapids, Mich. 

This corporation was originally organized in 1903 for the manu- 
facture of marine propellers and allied equipment. We have, at pres- 
ent, approximately 190 employees. Our business volume in 1952 was 
$21, million. 

Having been in continuous operation, our company has had the 
advantage of most or all benefits provided under the excess-profits-tax 
law and cons eque ntly we have not suffered as severely as new busi- 
ness organized during the past 7 years or so. In spite of our being in 

1 favorable position under this tax law we still have (1) experienced 
an abrupt stoppage of any growth or progress; and (2), are facing 
now a capital squeeze that alarms us. 

In my telegram, Monday of this week, to your chairman, Mr. Reed, 
offering to testify | here, J emph: isized that we did not have and could 
not have ready much special information, charts, data, et cetera, and 
that our story would be a simple one showing the effects of the ex- 
cess-profits tax in our own business. 

In the first place, we, with many others, object strenuously to 
the misleading name of this tax. Our 3 tax-base years of 1946, 1947, 
and 1948, show a profit average of $137,000; whereas, in 1952 our 
total credit before excess-profits tax begins, is $127,000, or $10,000 
less than in the base period even though $140,000 more was invested 
in the business to produce these profits. 

The average yearly sales in 1946-47 were $1 million compared to 
$2,500,000 in 1952. This simple illustration alone should demon- 
strate the unjustness and enna of this tax. The very name 
excess-profits tax by itself c: a reflection, entirely unearned and 
unwarranted, upon: any seiaensd in the excess-profits bracket. 

This increased sales volume has required very substantial increases 
in working capital. The following is an analysis of these needs in the 
three excess-profits-tax years 1950, 1951, and 1952: 

Increase in working capital Jae kon d = _.... $150, 000 
Increase in fixed assets, net.._._---- wuts j 32 » 000 


Total increased capital necessary—-_-~- 182, 000 


This increased capital was supplied only partis ully by retained earn- 
ings of $130,000 in those years. The deficiency of $52,000 was sup- 
plied by bes k borrowings. 

And here is the pathetic part of the situation: The company’s sales 
volume in 1952 was the highest in its history. The company’s profits 
before taxes was the highest also, and yet because of the drain of ex- 
cess-profits taxes, bank borrowings were necessary for the first time 
in 7 years. 

In this 3-year period of excess- profits taxes, the average annual 
dividends paid ownersh ip Were $23,333 on an average invested capital 
of $480,000, or Jess than 5 percent. We contend that dividends have 
been modest, to say the least, and have not been the source of working 
capital and complications. 
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No excess of cash was retained in working capital since the con- 
ventional 2 to 1 current ratio has been barely maintained and a long 
term bank loan was necessary. 

Besides all of this, in order to handle the additional volume of busi- 
ness in 1952, it was necessary to obtain additional facilities. ‘This 
would normally be acquired and owned, but the inadequate capita! 
picture forced us to rent the additional facilities instead. 

And what does this all add up to? 

One, we cannot expand our business because we cannot finance it 
with excess-profits taxes taking such a big bite of earnings. We can 
not borrow more money because excess profits taxes leaves earnings 
so small that a loan is not attractive to the banks. After all, borrow- 
ings must be repaid either from earnings after taxes or from liquida- 
tion of assets. We cannot get more risk capital because dividends 
must be modest to maintain a decent working capital picture. 

Two, with excess protits taxes we have little prospect ot proy iding 
any further employment to our community. We made the above 
analysis of our situation under excess pores taxes last fall when we 
cons! ide red expanding our opera 1lOnsS to produce an a Idi tiona | sales 
volume of $1 million. Our e rate profits before taxes on this 
volume was $80,000 which would all be in the excess profits bracket. 
Of this, we would be allowed to retain $14,400. We would need an 
additional $100,000 to finance accounts receivable and another $100,- 
000 to finance inventories. 

We could not raise the $200,000 when all it produces was $14,400 
per year P lus some $5,400 additional excess-tax credit or $20,000 (75 
percent of 12 percent of $200,000 equals $18,000; 30 percent of $18,000 
equals $5,400). As a result, additional empl ymend was denied 
40 or 50 people. 

Not only have we been stopped in the field of new business expan- 
sion, but we have been forced this yea r to ti ke § steps toward | dis- 
couragemen { of our re oul: ar business. De spite th 1S, our b isiness has 
continued to grow, further c mp licating our financial Maaahon now 
and for the future. More business requires financing larger inven- 
tories, larger accounts receiv al le ° and bigg r facilities. 

This discouragement of business growth is a sad commentary on 
traditional American business and economics. This cash squeeze we 
see as inevitable and will have to be met by us this fall or early 
winter. 

As we see it, at that time we will have the following choices to 
make: 

One, to obtain additional risk capital. The severity of the problem 
of obtaining this capital in a small business is well known. 

Two, to conserve cash for the winter and early 1954 requirement, and 
to discontinue building of stocks in our slack season. This means un- 
employment for many of our people and leaves us at the start of the 
1954 season with i nadequ: ite stocks for our trade or customers. This 
violates our entire concept of business, our responsibility ‘to employees 
and community and would be the first step in the dee line of an other- 
wise efficient and aggressive business. 

Three, this leaves one other alternative: namely, that of selling our 
business—a condition, I understand, faced by a number of others. 
This has been seriously considered. 


some 
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It is my contenton that the discontinuance of this tax law on June 30 
will give new life and hope to areas of business where it is sadly 
needed. It is also my contention that there will be urgent tax needs 
next year and succeeding years and that with a more reasonable re- 
tention of profits for growth, we, and others like us, will, in a more 
normal and fair manner, make an increasing tax contribution. 


I do not believe that we are alone in considering this tax as unfair, 
unjust, and destructive. And the continuation of this tax even briefly 
as an expediency will result in far more harm over a reasonable period 
than the cood accomplished by bow ing to such expediency. 

That concludes my statement. 

The Cuarmman, Thank you very much, Mr. Evenson, for your very 
fine and clear exposition of this matter. 

Are there any questions ¢ 

If not, the committee will now stand adjourned until 10 o’clock to- 
morrow morning. 

(Whereupon, at 2: 30 p. m., a recess was taken until Thursday, June 
11, 1953, at 10 a. m.) 
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THURSDAY, JUNE 11, 










Hovusn or REPRESENTATIVES, 
ComMITTEE oN Ways Aanp Means, 
Washington, Die, 

The committee met, pursuant to recess, at 10 a. m. in the Ways and 
Means hearing room, Hon. Noah M. Mason presiding. 

Mr. Mason, The hearing will come to order, and we will continue 
the hearings for the extension of the excess-profits tax as requested by 
the President. . 

The first witness listed is Mrs. Jennie Graves, Vogue Dolls, Inc., 
Medford, Mass. We will be glad to listen to the lady. 
















STATEMENT OF MRS. JENNIE H. GRAVES, PRESIDENT, VOGUE 
DOLLS, INC., MEDFORD, MASS. 







Mrs. Graves. I am Jennie H. Graves, president of Vogue Dolls, 
Inc., Medford, Mass., manufacturers of dolls, doll clothes, and acces- 
sories. I started this business at a very early age as I had a natural 
talent and desire to create fashions for dole I continued this in a 
small way until my husband died, I was left in 1939 with three chil- 
dren, only a few thousand dollars, and a new hobs to pay for. 

I started this business in the rumpus room in my cellar using one of 
my bedrooms as a stockroom, my garage for the shipping room, and 
my son’s wagon to truck the orders back and forth between the cellar 
and the garage. The neighbors finally complained about the express 
truck that called each day, and I had no alternative but to find 
shun iisheian space. I had no idea where the capital was coming 
from to finance this extra cost, but courage and perseverance carried 
me on. 

We rented a small store with an apartment above it, butting a hole 
in one of the bedroom closets for a dumbwaiter which we used for 
carting dolls back and forth to the shipping room. After 6 months 
we had outgrown this location. With the help of the Medford 
Chamber of Commerce, a loft consisting of 4,000 square feet of floor 
space was secured. The next year, we took on the floor above and 
occupied these premises for 7 years until 1946 when we moved to our 
present location. Throughout the years our growth has been steady 
and in 1951 our sales reached $425,000. In 1952 our growth became 
spectacular. In that year we introduced on the market an undressed 
doll with a complete line of separate clothes. This innovation pre- 
cipitated a tremendous influx of orders from all parts of the United 
States, and necessitated enlarging our production capacity and 
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quired a large increase in working capital to finance inventories and 
receivables, 

Right here I would like to say we had to take on a new factory 
in an adjoining town, one of 15,000 square feet. I come before you 
gentlemen today to present to you a few facts which show how the 
present excess-profits tax is working hardship on my business. My 
object is to demonstrate that this tax is inequitable, stifles initiative, 
and can effectively retard the amet of new desirable business. To do 
this, let me give you a comparison of conditions in my business in 
1947, 5 years ago, and in 1952, last year. In 1947 sales volume of my 
company was $190,000 and earnings subject to income tax was $1,600. 
The net worth of the business was $25,000 and $45,000 were tied up 
in inventories and receivables at the end of the year. There were 
50 Rennie § on our payroll, The effective income-tax rate applicable 
to my earnings in that year was 21 percent. You can appreciate with 
these facts that my excess-profits credit, based on either earnings in the 
base period or on invested ¢ apital i is insignificant. 

Now let us look at the picture 5 years later. Sales in 1952 were 
more than $1,300,000 and we sold over 400,000 dolls. Our products 
are accepted and demand for them is strong. Profits before Federal 
income and excess-profits taxes in 1952 were $209,000. Our effective 
tax rate had increased from 21 percent in 1947 to 70 percent in 1952. 
Our Federal income and excess-profits tax bill exceeded $140,000. 
This is over and above State taxes and taxes on payroll of $31,000. 
Our tax bills in 1952 had reached the point where they were almost 
equal to our sales in 1947, We now provided employment for approx- 
imately 500 people some of whom are handicapped but who work 
in their homes under regulated conditions. 

On the face of it, we are successful—except that because of the 
confiscatory tax rates on small new business such as ours, we have 
been compelled to borrow heavily to meet our obligations. At the 
end of 1952 we owed our bank $95,000 on short-term indebtedness and 
since that time our indebtedness to our bank has increased to $300,000 
where it is today. The borrowings were necessary to finance ‘the 
greatly increased volume of receivables and inventories and to pay 
our Income taxes. 

Borrowings of this magnitude would have been impossible on our 
business standing alone and we were able to do so only because we 
are fortunate to have stockholders willing and able to guarantee our 
obligations. Most new and striving business would not be so 
happily situated and an effective tax rate of 70 percent on earnings 
would have so limited their ability to secure new capital either 
through earnings retained in the business or through borrowing that 
their growth would have been substantially retarded. 

Obviousy the intention of the Congress is to levy taxes which are 
equitable, not inequitable. It is not their intention to destroy incen- 
tive or stifle new and growing enterprises. I submit that a tax which 
takes 70 cents out of every dollar of the earnings of our company 
which is new and unconnected with war business is confiscatory. 
Furthermore, it is inequitable as between our company and either old 
established companies or those involved in war contr acts, 

We need to consider only one factor to understand how completely 
inequitable and unfair this tax is. As it stands, a company which had 
higher profits from 1947 to 1949 and a high capitalization built up 
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over many years, received a higher credit as a basis for the so-called 
excess profits; whereas, a company with small earnings during these 
years suffers the penalty. No provision is made for a young, growing 
company or a company which through unavoidable circumstances 
happened to have low earnings during the so-called base years. There- 
fore, this tax falls most heavily on those who are less able to bear it, 
and whose profits over the past 6 years have been the least favorable. 

| urge this committee to take a stand to end the excess proiits tax 
at June 30, 1953. 

Mr. Chairman, I have a little note here from my banker. If you 
would give me Sesiieaion. I would like to read it. This is from the 
Cambridge Trust Co., Cambridge, Mass., from George A. Macomer, 
president 

Deak Mrs. Graves: I am told you are appearing before the Ways and Means 
Committee of the Congress this week with reference to the present impact of 
taxes on the growth of business such as yours. Let me take this occasion to warn 
you, again, as I have already done in the past, that you cannot expect to bor- 
row indefinitely from this bank such large amounts as you are now borrow- 
ing. Your earnings before taxes justify present loans, but these loans are in 
danger of becoming a capital nature, simply because you are not able to pay 
them off from earnings after taxes and take care of your growing business. 
You should remember that a bank is criticized by bank examiners and other 
banking authorities if a customer does not go out of debt from time to time. 
You cannot very well go out of debt to us unless you get new capital in your 
business, which is a very great problem for you, or unless you can retain more of 
your earnings. 

Please keep in mind that we continue to have every confidence in your ability 
and a high regard for your product. Nevertheless, you must keep in mind the 
necessity of going out of debt once or twice a year as far as banks are concerned, 

There it is in a nutshell. 

Mr. Mason. Well, Mrs. Graves, you are presenting a very striking 
case which is conclusive in my mind against any extension of this 
excess-profits tax. I would say that that friendly warning that you 
received from your banker is quite well put; they must conform to 
their banking rules, of course. 

Mrs. Graves. That is right. 

Mr. Mason. Are there any questions? 

Mr. Goodwin will inquire. 

Mrs. Graves. I know you. You are right from my hometown. 

Mr. Goopwrin. I am very familiar with the growth of your fine 
company there. You certainly have put the catchword “Vogue Dolls” 
right on the map in many localities far removed from Medford, Mass. 
You are entitled to great credit for your industry and for the patience 
with which you have been buik ling up this splendid little company. 
I take it that your purpose in journeying to Washington today, to 
bring us your testimony, is because of your feeling that throughout 
the country there must be hundreds and perhaps thousands of small 
businesses of which Vogue Dolls is typical, so that you really speak 
for all of those people in your testimony. 

Mrs. Graves. That is absolutely right, Mr. Goodwin. We have a 
wonderful business. We can increase it another million dollars this 
year, but we do not dare to. We have to hold it back. With our en- 
thusiasm and all, it is just because we need more capital. We cannot 
get any more, and I do not want to borrow more than $300,000. 

Mr. Mason. Any other questions? 

If not, we thank you for your testimony, Mrs. Graves. 

Mrs. Graves. Thank you. 
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Mr. Mason. The next witness is Mr. R. H. Giesecke, controller, Mc- 
Graw Electric Co., Elgin, Ill. 


STATEMENT OF R. H. GIESECKE, CONTROLLER, McGRAW ELECTRIC 
CO., ELGIN, ILL. 


Mr. Giesecke. Mr. Chairman and members of the committee, my 
name is R. H. Giesecke, and I am controller of McGraw Electric Co., 
Elgin, Il. 

We are a business which has been e xpanding in recent years and con- 
seque sntly have felt the full force and effect of the excess- profits-t ax 
law. We have not only been penalized for expanding but, as I will 
develop briefly later, have actually been severely penalized due to 
the very method of expansion. 

We are opposed to any extension of the excess-profits-tax law be- 
cause we think (1) it is not possible with any degree of equity as 
between various types of industry to prov ide by statute a definition 
of certain profits that are to be regarded as “normal,” leaving all other 
profits to be taxed as “excess,” we shall present our own case as an 
example of such an inequity: (2) because of its complexities any ad- 
ministration of an excess-profits-tax law is slow, costly, and confusing, 
thereby creating a condition of uncertainty in business which can 
and does cause a general lack of confidence as to commercial credits, 
future employment policies, and plant expansion programs; the in- 
evitable delay in the administration of the law and the consequent lack 
of certainty as to the actual tax liability fosters a hesitancy on the 
part of prospective investors who must, in the usual course of things, 
provide funds for replacement and future expansion, and (3) an ex- 
cess-profits tax fosters a philosophy of waste; it develops a thinking in 
terms of “let the Government pay for it;” it develops habits of spend- 
ing which are difficult to control. 

We earnestly urge an end to this tax. We also petition this com- 
mittee and Congress to eliminate as may of the inequities in the present 
excess-profits-tax law as possible. We believe there are many cases, 
as well as ours, that should be given retroactive relief. 

Our situation arises on account of the provisions of section 462 (j) 
of the Internal Revenue Code and the regulations issued thereunder. 

In June of 1949 McGraw Electric Co. purchased approximately 39 
percent of the outstanding capital stock of Line Material Co. and on 
October 3, 1949, Line Material Co. became a part of McGraw Electric 
Co. by way of a statutory merger. This was prior to the enactment 
of the excess-profits tax. Had the provisions of that law been in 
effect. in October 1949, we would undoubtedly have continued Line Ma- 
terial as a subsidiary rather than to have had the merger that we did. 
This would have been just as feasible from our standpoint and is gen- 
erally what is being done since the enactment of the excess-profits tax 
by many companies. The tax result would have been very different. 

The acquisition of Line Material was for the purpose of expanding 
our productive capacity and our line of electrical equipment and ap- 
pliances. But due to this expansion, and particularly due to the 
sealed in which it was done, which was a logicl, legal, and practical 
manner in which to effect the acquisition, we are even penalized to a 
greater extent than most other companies also expanding during the 
period. As stated before, this is due to section 462 (j) and the regu- 
lations issued thereunder. 
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Section 461 (a) of the Internal Revenue Code describes certain 
transactions by which one company, called the acquiring corporation, 
obtains all of the assets of another company, called the component 
corporation. Section 462 (b) (3) permits the acquiring corporation 
to determine its excess-profits credit by combining its own base period 
income with that of the component corporation. Under certain cir- 
cumstances this method may result in counting the earnings of cer- 
tain assets twice. It was to prevent. this so-called double counting 
that section 462 (j) was enacted. This section authorizes the Com- 
missioner to promulgate regulations that will eliminate double count- 
ing in situations where the stock of the liquidated or merged com- 
ponent corporation was acquired for consideration other than stock 
of the acquiring corporation. Regulation 40.462 (10) was promul- 
gated to eliminate this so-called double counting. 

Section 462 (}) is identical with section 742 (f) (1) of the prior. 
excess-profits-tax law, and the regulations promulgated under section 
462 (j) are substantially the same as those of the World War II law, 
and produce inequities such as the situation which I am presenting 
to the committee. 

Actually, there is no necessity for the inclusion of section 462 (j) in 
the present law in view of the provisoins relative to the inclusion in 
computing the excess-profits tax of base-period capital additions and 
of the post-base-period retained earnings. 

The law relating to base-period capital additions provides for 
additional excess-profits credits for additional investment in the busi- 
ness through retained earnings or otherwise during the last half of the 
base period, 1946-49. Cash used to purchase stock in a company 
whether or not it is thereafter liquidated and becomes a component 
corporation decreases the net capiti al additions whether the final act 
which makes it a component corporation, namely, its liquidation, takes 
place or not, just the same as if the cash had been distributed to stock- 
holders as a dividend or paid out in retirement of part of the aequiring 

company’s stock, By treating such a payment as a reduction of net 
capital additions, which it is, the credit would be reduced. 

Our own situation can be used to illustrate the nonessentiality of 
section 462 (j). The $5,500,000 cash paid for the 39 percent of the 
Line Material Co. stock, however, was not on hand for counting among 
the net assets at December 31, 1949, and therefore, the base-period 
capital additions and consequently the credit, would be automatically 
reduced. 

Without section 462 (j) the base-period net income of Line Materia! 
Co. and of MeGraw Electric Co. would be combined as would their 
net assets at January 1 and December 31, 1948. At December 31, 1949, 
they would have been automatically combined because by that time the 
companies had been merged. This produces an equitable adjustment 
so why should there be any further adjustment under section 462 (j) ¢ 

Again using our case as an illustration, if Line Material Co. had re- 
tired approximately 39 percent of its stock and the company had been 
merged with McGraw Electric on October 3, 1949, Congress and the 
Commissioner apparently would not have hesitated to say that section 
i62 (j) adjustments were necessary. Why then should they be neces 
sary merely because the transactions whereby the 39 percent stock was 
retired were slightly different in form but not in substance or economic 
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result? To apply section 462 (j) in one case and not in the other is 
not realistic, equitatble, or justifiable. 

To further illustrate the proposition that the provisions of the excess- 
profits tax sections without section 462 (j}) do provide realistic and 
equitable results in situations which section 462 (j) was enacted to 
cover and that further adjustments under section 462 (j) distorts 
these results, let us take the case of corporation A which purchased 
for cash all of the stock of corporation B on January 2, 1949, for 
$1 million, its book value, and then liquidated B on December 31, 1949, 
under section 112 (b) (6). Let us further assume that A and B had 
no captail stock transactions during 1949, that their combined net 
assets at December 31, 1948, were in excess of the amount at January 1, 
1948, by say $450,000, that A retained $800,000 of its 1949 earnings and 
that B’s retained earnings for 1949 were $300,000. The credit of A for 
1950 without application of 462 (}) would, in effect, include 12 percent 
of the $1 million combined retained earnings less 12 percent of the $1 
million paid for the stock. If the combined retained earnings for 
1949 had been only $800,000, this base-period capital addition and 
$200,000 of the $450,000 capital addition for 1948 would have been lost 
because the $1 million paid for the stock would not be on hand for 
inclusion in the net assets at December 31, 1949. Attached to my 
written statement as an appendix is an example showing the effect of 
and inequity in section 462 (j). 

(The appendix referred to follows:) 


APPENDIX 


Example of inequity in computing exrcess-profits credit 


A. With or 
without B. With | C. Without 
462 (j 4 462 (j A 462 (j)—A 
buys stock buys stock buys stock 
of B and of B and | of B and 


does not | liquidates B liquidates B 
liquidate B | | 








Assumptions | 
A's income credit a | $500, 000 $500, 000 
B’s income credit nbadies keh | 400, 000 400, 000 
Investment of A in B, Jan. 2, 1949 


$500, 000 
400, 000 


1, 000, 000 1, 000, 000 1, 000, 000 
Undistributed earnings in 1948: 

4 én sbietdy hee 200, 000 200, 000 200, 000 

B ae te 250, 000 | 250, 000 | 250, 000 
Undistributed earnings in 1949 

\ ‘ Likhedenwasionns 800, 000 | 800, 000 800, 000 

B se étitiaiianad 300, 000 | 300, 000 | 300, 000 





Calculation of combined credit for 1950: 











A. Income credit pike Ketel aennds hae 500, 000 | GENUS Bidodcddsccctiase 
Capital additions | 
1948, 44 of 12 percent of $200,000__- | 12, 000 12, 000 |... 
1949, 12 percent of $800,000 sieiaty dtd | 96, 000 Pee Enebatcksovests to 
B. Income credit a GE Baie cntnpanncnaeentmenentlveapoe 
Capital additions | 
1948, 44 of 12 percent of $250,000 wi | SE iki dels ads ak bbeens 
1949, 12 percent of $300,000 36, 000 > ae ee ets s 
Combined income credit ($500,000 plus $400,000) ee. inte } jchnteee | 900, 000 
Capital additions | 
1948, 4% of 12 percent of $450,000 ($200,000 ; 
plus $250,000 cberigacstidwoahecnitmpatinkqsitip 27, 000 
1949, 12 percent of $100,000 ($800,000 pl us } 


$300,000, less $1,000,000) 4 nite dunaad Wedenaigt ere _ 12, 000 








‘ Be piel 1, 059, 000 608, 000 | 939, 000 
f investment of A in B of $1,000,000-_ - .. 120, 000 





Less 12 per 





i ee pe 939, 000 608, 000 939, 000 
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Mr. Gresecke. I might say that our situation is analogous to the 
middle column in the illustration attached. 

Without section 462 (j), if B had not been liquidated but had con- 
tinued to exist as a separate corporation, the combined credits of the 
two companies would be the same as if they were liquidated. They 

should be the same. Why then the necessity for section 462 (j) ad- 
justments to produce an entirely different credit if B is liquidated than 
if it is not liquidated ? 

I think a more sensible solution of the problem is to provide, by 
eliminatng 462 (j) from the law and expanding section 461, for a 
similar credit in all situations in which the businesses of 2 corpora- 
tions are combined, including the 1 where 1 corporation purchases 
for cash or other property all or substantially all of the net assets of 
another corporation. Since the net income subject to tax would be the 
combined net income of the 2 businesses, isn’t it realistic and equitable 
to provide that the credit applicable to such net income should be the 
combined credit that would have been available to the 2 businesses? 
The combining of the net assets of the two businesses for purposes of 
determining net capital additions will give effect to the disbursement 
of the cash or other property used in combining the businesses to the 
same extent as if it had been distributed as a dividend or in partial 
liquidation. Why should it have any different effect ? 

[ believe that our proposal for the elimination of section 462 (j) 
and the broadening of section 461 to include all cases where Setemhen 
are combined is a simple and sensible solution to a problem that the 
present excess-profits-tax law and the regulations of the Bureau of 
Internal Revenue have made unnecessarily complicated. We feel, 
further, that it also produces an equitable result in that it provides 
the same credit in all situations where the substance or the economic 
result of transactions are the same, even though form varies. 

A good deal of the tax law and litigation, if not the majority of it, 
has to do with accomplishing the same tax result under the same eco- 
nomic situation even though form varies. We agree with that prin- 
cipal. Why should our problem be treated any diffe rently ¢ 

I appreciate the opportunity of appearing before you. Excess- 
profits tax is a complex subject. With our example of inequity I have 
tried to illustrate how difficult it is to draft and administer a fair law. 
I hope it will be of assistance to you in your deliberations. 

Thank you. 

Mr. Mason. Does that conclude your statement ? 

Mr. Gresecke. Yes, it does. 

Mr. Mason. I gather from your statement that the impact of this 
excess-profits tax upon your company is due to the fact that you 
ponstall ‘ather than had a subsidiary arrangement, and you did that 
before the excess-profits tax was applied. So the Federal Govern- 
ment changed the rules of the game on you after you had become 
organized in this, and that makes the excess-profits tax affect your 
company terribly, and it is very unfair. 

Mr. GresecKe. That is correct, Mr. Mason. The transaction took 
place approximately 2 years before the excess-profits-tax law was en- 
acted. We of course had no way of knowing what would happen in 
that respect, and we could have done it differently had we known 
what was going to take place. 
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Mr. Mason. And you would have done it differently if you had 
known it? 

Mr. Gresecxe. Absolutely. We certainly would have. I would like 
to say this, that we feel that regardless of whether the excess-profits- 
tax law is extended or not, we think the inequity should be corrected. 
We also feel whether or not the inequities are corrected, the excess- 
profits-tax law should not be extended. 

Mr. Mason. Are there any questions / 

If not, we thank you for your testimony. You are a neighbor of 
mine, you know. I see you are from Elgin, Ill., and not Chicago. 
That is pretty close to my territory. 

Mr. Greseckr. Thank you, sir. It is a pleasure. 

Mr. Jenkins (presiding). The next man to appear will be Mr. 
George Burger, of Washington, D.C. We are happy to see you, Mr. 
Burger. 


STATEMENT OF GEORGE J. BURGER, VICE PRESIDENT IN CHARGE, 
WASHINGTON OFFICE, NATIONAL FEDERATION OF INDEPENDENT 
BUSINESS, WASHINGTON, D. C. 


Mr. Bureer. Mr. Chairman, I am George J. Burger, vice president 
in charge of the Washington office of the National Federation of In- 
dependent Business, 352 Washington Building, Washington, D. C. 
Our national headquarters are located at Burlingame, Calif. 

Our membership is composed of small, independent businessmen— 
retailers, wholesalers, and manufacturers—in all lines of endeavor, 
and of professional people. We have the largest individual, directly 
supporting membership of any business organization in the Nation. 

With regard to the present subject before the committee, I am 
referring to the recommendation of the administration for the contin- 
uance of the excess-profits tax—some few months back, in our official 
publication the Mandate, No. 190, we polled our entire nationwide 
membership on the subjeet matter. In presenting the proposition to 
our membership the federation’s position must be to remain wholly 
neutral, and the membership itself must decide what.they believe is 
best for the interests of the overall economy of the Nation. Both the 
pro and the con of the proposition was presented to them and I am 
herewith quoting both the pro and the con: 

Pro: The platform of the majority party promises economies which will permit 
tax cuts. Existing law prevides for automatic expiration of the excess-profits 
tax on June 30 this year. Yet members of the majority party are now hedging 
on these pledges. Fact is that this tax must go as scheduled for studies show 
that the present tax burden is stifling business incentives and business ability 
to survive and grow Why? Because today the corporate income and excess- 
profits tax can take as much as $7 of every $10 of corporate income. 

Con: The question is whether we would rather have a few more dollars to 
spend, or to have our Nation adequately armed and protected against aggression, 
The only appreciable savings that can be made, are in our defense and foreign 
aid program. Further, this is not a small business issue. For less than 3 per- 
cent of all the Nation's business firms, which include our giant’ corporations, 
are subject to the excess-profits tax. If this tax is eliminated it may deprive 
small unincorporated firms and individuals of any chance for reductions. 

The result of this nationwide poll, mandate No. 191, discloses that 
67 percent of the members voted for the elimination of the excess- 
profits tax: 27 percent against and 6 percent no vote for. 
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It is significant to note the wide difference of opinions of the mem 
bers on other legislative matters in the same poll, which definitely 
proves that the membership weighs the matters carefully before com- 
ing toa decision. 

It has been stated time and again by many Members of Congress 
that the federation’s activities could really be classed as the grass 
roots activities, and in substance there is some justification for this 
classification. We at the Washington office and at the head office are 

concerned as to the reports we are receiving of an increasingly tight 
nioney situation facing small business for a needed expansion pro 
gram for their businesses when in order. Possibly this would mean 
an overall tax reduction such as is proposed in the Reed bill, which 
by the way, the members of the federation recommended by a very 
large vote, and the action on the part of the Congress for the elimina- 
tion of the excess-profits tax at this time might be a necessary stimulant 
for our overall economy, through which the American public as a 
whole would be the beneficiary. 

I’inally, it is our belief, that with the closest scrutiny given on all 
foreign-aid programs and our own national-defense program, making 
every dollar of expenditures count, this tax relief should be forthcom- 
ing with no injury to our overall worldwide program. 

We urge that the Congress permit the excess-profits tax to die on 
June 30, and in making this request we are carrying out the definite 
instructions of our nationwide membership. 

Mr. Jenkins. Does that conclude your statement / 

Mr. Burcer. That concludes my statement. 

Mr. Jenkins. Mr. Reed will inquire. 


The Cuiarrman. I want to thank you for your very fine statement, 
and L appreciate your presentation. 

Mr. Jenkins. Any other questions? Mr. Utt will inquire. 

Mr. Urr. Mr. Burger, in your statement here, in your argument 
for the excess-profits tax, in your Mandate, No. 190, you say 


For less than 8 percent of all the Nation's business firms, which include our 
giant corporations, are subject to the excess-profits tax 

1 do not have a question, but I do at this point want to read into 
the record some figures, if 1 may, Mr. Chairman. 

Mr. Jenkins. Without objection. 

Mr. Urr. I think it is important at this point. I have here a partial 
list of the earnings of some of the great American corporations which 
show the inequities of the tax and show that the giant American 
corporations, as you state here, actually do not pay the excess-profits 
tax. The first is the American Telephone & Telegr: aph Co., earning 
$10.45 a share, does not pay any excess-profits tax. The Santa Fe 
Railroad earned $13.29 a share, and pays 19 cents a share excess-profits 
tax. ‘The Great Northern Railway makes $9.10 per share and pays no 
excess-profits tax. Jolns-Manville Co. makes $7.14 and pays no ex 
cess-profits tax. People’s Gas & Light Co.. makes $8.25 a share and 
in 1952 paid no excess-profits tax. The Richfield Oil Co. of Cal 
fornia made $6.41 a share last year, and paid no excess-profits tax. 
The Skelly Oil Co. made $9.75 oe share in 1952 and paid no excess 
profits tax. The Standard Oil Co. of California made $6.07 a share 
last year and paid no excess-profits tax. The Standard Oil Co. of 
New Jersey made $8.58 a share last year and paid no excess-profits 
tax. Union Pacific Railroad Co. made $14.56 a share last year and 
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paid no excess-profits tax. The United States Steel Corp., the largest 
steel corporation in the world, made $4.54 a share last year, and paid 
no excess-profits tax. The West Virginia Pulp & Paper Co. made 
$9.69 a share last year and paid no excess-profits tax. The Zenith 
Radio Corp. made $11.87 a share last year and paid no excess-profits 
tax. 

On the other hand, the Cincinnati Milling Co. made $11.18 a share, 
but paid $7.31 a share excess-profits tax. The Douglas Aircraft Co. 
also made $8.99 a share and paid $4.71, or nearly 50 percent of its 
net earnings, in excess-profits tax. Republic Aviation made $8.32 and 
paid $4.44 excess-profits tax. The Timken Detroit Axle Co. made 
$3 a share and paid $2 a share excess-profits tax. United Aircraft 
made $5.18 and paid $2.36. The Packard-Bell Radio made $5.19 
a share and paid $0.81 excess-profits tax. The Sperry Corp. made 
$6.75 a paid $4.48 a share. 

Now, if anyone can morally ask me to vote for a bill that produces 
that Kind of results in inequitable taxation, I fail yet to have had the 
argument. The tax is not only inequitable and vicious and iniquitous, 
but it is immoral, and the only argument to date that I have heard in 
the last 10 days in favor of the extension of the excess- profits tax is 
that the Treasury just must have the money. They just have to have 
$800 million. 

I might here observe that our penitentiaries are full of embezzlers 
and misappropriators who just had to have the money. I do not know 
how many judges have listened to that. “I knew it was wrong, I knew 
it was illegal and immoral, but I had to have the money. 

The Treasury Department is asking us to make this grab a legal 
grab. I say this committee and this Congress has the pow er to make it 
legal, but no Congress and no king and no potentate has the right to 
enact a law that is immoral. I am perfectly willing to compromise 
on economic principles, but I certainly am not willing to compromise 
on what I consider to be a moral principle. 

As yet I have heard no arguments that support the contention that 
this is a moral tax. I want to compliment you on representing all of 
the small-business men of America. I would like to see the informa- 
tion go out that the giant corporations are not paying this excess- 
profits tax. It is the small, growing business that supports the 
American economy and the ones that are willing to take on new help 
and absorb the 600,000 young men that are coming out of colleges 
to take positions. The only place they can turn to are the small grow- 
ing companies such as you represent. I certainly want to compliment 
you on the statement you have made here before this committee. 

Mr. Burcer. Mr. Congressman, I am glad you bring up these young 
fellows coming out of college. I happened to have been blessed with 
three boys. My personal interest is to see that the youth coming out 
of colleges that have the ability and efficiency to establish their own 
independe nt businesses, have the opportunity to go in there and build 
up the necessary reserve. I was very much surprised reading in the 
New York Times this morning that the General Motors Corp. came out 
in favor of the continuance of the excess-profits tax. 

Mr. Mason. Of course they would. 

Mr. Jenxins. Any other questions? 

Mr. Mills will inquire. 
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Mr. Mitxs. Mr. Chairman, I had a matter I wanted to insert into 
the record at this point, following Mr. Burger's statement. It is the 
information that is given by Merrill, Lynch, Pierce, Fenner & Beane 
on the earnings of I think about 220 corporations, as I count them here, 
107 of which pay no excess-profits tax. They are, as you know, in the 
business of stocks, dealing in stocks. They have a statement to make 
here at the beginning with respect to the expiration of the excess-proftits 
tax. I would like for that to go into the record, because it is in line 
with Mr. Utt’s comment on the effect of the excess-profits tax on 
various corporations. 

Mr. Jenkins. Without objection it is so ordered. 

(The data referred to follows:) 


WHat Every INVESTOR OUGHT To KNow Asout THE Excess-Prorits Tax 


The excess-profits tax has been featured in the headlines recently. Although 
it is scheduled to expire June 30, President Eisenhower has asked for its exten- 
sion until January 1. 

As the table below shows, its expiration will bring big earnings benefits to 
some concerns (providing earnings hold up) and little or none to others. Chrys 
ler, for example, might benefit considerably if pretax earnings are maintained. 
Chrysler’s earnings amounted to $9.05 a share last year, and excess-profits tax 
per share totaled $3.57. Without the excess-profits tax, Chrysler’s earnings 
would have increased to $12.62. On the other hand, American Telephone & Tele- 
graph and some other companies will not be affected by the expiration of the 
excess-profits tax at all. 

The table below indicates how various companies and industries have been 
affected by the excess-profits tax. 


{ + | . 
Reported) Excess- Reported] Excess- 


earnings profits | earnings | profits 
per tax per per tax per 
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Mr. Jenkins. We thank you for your fine statement, Mr. Burger. 
I am sure you are pleased at the fine reception you have received by 
the questioning. 

The next witness is Mr. Munroe, of the Budd Cigar Co., Quincy, Fla. 


STATEMENT OF L. S. MUNROE, JR., SECRETARY-TREASURER, BUDD 
CIGAR CO., QUINCY, FLA. 


Mr. Munror. Mr. Chairman and gentlemen, Iam L. S. Munroe, Jr., 
secretary and treasurer of Budd Cigar Co., in Quincy, Fla. 

The company with whom I am associated as secretar Vv ‘and treasurer 
was organized in February 1933 as a partnership known as Higdon 
Cigar Co. and m: ete ictured ¢ gi irs in a very small way by hand. In 
October 1933 the business was incorporated. In 1934 it was changed 
from a hand factory to complete mechanism and in 1947 the name was 
changed from Higdon Cigar Co. to Budd Cigar Co. It has been 
successful from the beginning with a steady, healthy growth. 

For the past 214 years we have oper: ated two 9-hour shifts 5 d: LYS 
per week and stil ll remain in a Vv: astly oversold condition without fan- 
fare or advertising except at the retail point of sale on our 6-cent 
brand. 

For the first 6 months of 1946 we operated only 16 cigar machines 
and during the last 6 months we operated a total of 24 machines. In 

1947 an additional 24 machines were installed and 2 more added 
1952 giving us a total of 50 cigar machines in operation today. ‘This 
shows a very rapid growth and we firmly believe that we could e asily 
sell twice our production as we have been allocating cigars to accounts 
of long standing for the past 2144 years. We are restricted from fur 
ther expansion by the excess-profits tax as we cannot see an incentive 

additional financing with so little profit left after taxes. 

When the excess-profits tax became effective in 1950 we selected the 
years 1946, 1947, and 1948, as our base period. In these 3 years we 
were selling about one-half our production at 2 for 15 cents retail and 
the other half at 6 cents retail. In 1948 sales began falling off on 
9-for-15-cents cigars and they were entirely out of the picture in 1949. 
Consequently our sales dropped sharply. Tn order to keep our organ 
ization at work in 1950 we immedi: ately reduced the price on our 2-for- 
15-cents brand to 5 cents, endeavoring to maintain quality. Ap par- 
ently by doing this we must have hit the jackpot, and more familiar, 
the statement made by Vice President Marsh: ill many years ago, “What 
this country needs is a good 5-cent cigar.” That, ge ntlemen, is what 
we are endeavoring to manufacture. We are the largest producers 
of 5-cent cigars in America today and are forced to stand still in 
place of going forward by the lack of incentive. By adhering strictly 
to economy manufacturing, large buying of raw materials and in- 
crease in production, our sales have gained over 100 percent from 
1949 Oe 1952. and we therefore have been successful in maintaining a 
satisfactory net income before Federal taxes. 

In the manufacturing of our cigars we use Connecticut, Pennsy]- 
vania, Georgia, Florida, Wisconsin, Maryland, Puerto Rican and 
Havana tobaccos. You gentlemen who are familiar with tobacco 
from your home district know that the c rop has to be purchased sea- 
sonally. A user of a large quantity of tobacco cannot go out on the 
open market and make purchases as needed but must buy enough in 
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season to run his operation for at least 12 months. This, in itself, 
requires tremendous capital as the farmer expects to receive his money 
promptly upon delivery of his product to a warehouse. 

In order to enlarge our operation, make more cigars, increase em- 
ployment and, incidentally, provide more Federal revenue, it is essen- 
tial that we be allowed to retain a fair return on our investment. 
Without a fair profit our working c: apiti al cannot be appreciably in- 
creased to allow for this normal expansion. Under the unfair excess- 
profits tax all proposed expansion is impossible. 

The company has never paid a cash dividend in the 20 years of 
om ration. All profits have been used in expansion. The original 

capital investment was $10,000 and through earnings and bank loans 
has now reached $1,600,000. 

We are a small, young company with growing pains. Most of the 
key personnel are young men with considerable ambition. We would 
like to take advantage of our oversold condition and continue to grow 
and expand as has been our past history but our hands are practically 
tied without some relief from Federal taxation, especially the excess- 
profits tax. 

Attached to this statement you will find figures covering the number 
of cigars manufactured, net cigar sales, net income before taxation, 
Federal income tax, excess-profits tax and cigar revenue stamps pur- 
chased from the year 1946 through the year 1952 inclusive. 

(The data referred to follow:) 


Federal Excess-profit 


fore Fed- 
t Fed tor 


eral taxes | 


Net income | 


42,333,500 | $618,210.94] $271, 233.88 | $103, 618. 04 

87, 086, 950 | 3, 708, 239. 99 328, $ 93 123, 657. 37 

79, 603.100 | 3. 267. 513. 49 997, 915. 51 

63, 934.975 | 2, 466, 158. 62 164, 137. 00 

&1, 629, 500 3, O74, 5 on | 283, 162. 56 

120. 565. 500 473, 945. 41 356, 899. 22 75, 478. 26 49,113 


142, 339, 180 | 5, 226, 281. 32 346, 599. 10 4, 731. Se 47, 493. 4: 


Federal Ercise Taz on Cigars 
$227, 100.00 ; 1950 aaah ‘ 335, 952. 11 
387, 555. 20 | 1951 a 488, 544.71 
319, 648. 82 | 1952. ._. . — . 570, 162. 50 
22, 718. 04 | 
Mr. Munroe. Gentlemen, I would like to point your attention to 1 
or 2 — on the attached sheet and that is the Federal excise tax 
on cigars. As you can see we have grown from 1946 to 1952, and 
have ‘doub led our nee hases of revenue stamps. In 1952 we purchased 
$570,162.50 worth of revenue stamps. We feel that if we were given 
the opportunity to grow, the Federal Government would not lose in- 
come, but would gain, because in the past 7 years we have more than 
doubled their take on stamps. We feel that if we could expand with 
a reasonable guaranty of profit, we might still double, again, Fed- 
eral revenue from revenue st: amps of our company. 
Mr. Jenkins. What will be your excess-profits tax in 1953? 
Mr. Munror. Approximately the same as it has been in 1952. We 
have reached capacity. 
Mr. Jenkins. Are there any further questions? 
All right, Mr. Munroe, we thank you for your statement. 
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‘These figures have gone into the record as a part of your state- 
ment. 

Mr. Munror. Thank you, sir. 

Mr. Jenkins. The next witness is Mr. Tom Potter of Belding, Mich. 
Mr. Potter? 


3 
STATEMENT OF THOMAS J. POTTER, COMPTROLLER, METAL-GLASS 
PRODUCTS CO., REPRESENTING PROCESS EQUIPMENT ENGINEERS, 
INC., STAHLIN BROS. FIBRE WORKS, BELDING, MICH. 


Mr. Porrrer. Mr. Chairman, my name is Tom Potter. I am here 
I] are in Bel Li Ing, and Green vi lle, and 
| 


lad orig! rally elected not to read this state 
j 


on behalf of several sma 
the surrounding area. I 
ment, but in view of its brevity, I believe that I will. 

The corporations on whose behalf I ap ome r before you today share 
two common conditions. All are small businesses, and all are sub 
ject to the inequit ies of excess-profit tax. The names of these corpora 
tions are Metal-Glass Products Co., a Michigan corporation engaged 
in the manufacture of stainless steel tanks and mixing machinery, and 
I might add we employ 60 people there; Stahlin Bros. Fibre Works, 
a Michigan corporation engaged in the manufacture of fiber and 
phenolic products, also, employing 45 people; and Process Equipment 
Engineers, a Michigan corpor ation engaged in the manufacture of 
sanitary fittings, agitators and valves, employing 45 people. 

My remarks here have 4 premises: (1) our particular objections to 
excess- profits tax; (2) the fallacies of EPT; (3) the absence of 
necessity for EPT; and (4) the dangers of EPT. 

Tam employe »d by Metal-Glass Products Co., and for the purffoses of 
this testimony I sh: all confine my ex: unples to that firm; for I am more 
intimately acqui ainted with its operation; and its particular problems 
are indicative of the general conditions existing in the other two cor- 
porations. 

During the postwar years 1946-49, the EPT base period, we were 
not making healthy, normal profits. Being small, we could not afford 
to set aside sums for research and development during the war years; 
consequently we were attempting to market 1940 products. We did 
not produce defense materials exceeding 15 percent of our sales, hence 
it was difficult to obtain materials and our sales suffered. 

There were many reasons for our limited earnings during the base 
period, however, it is merely the intent of this outline to demonstrate 
that we could not logically use the base period profit approach to the 
excess-profits credit. Expediency dictated the historical capital ap- 
proach, hence we are not taxed according to our ability to pay. 

Our EPT credit is $39,584. If we made a 6 percent profit on a $114 
million volume, our tax thereon would be computed as follows: 


Profit before taxes__......... 


arencnghteeb beret dette dretahinehteiblahidtpentitdees ninth es Ge 


Less taxes: 
30 percent normal on total amount___-- : 99 500 


22 percent surtax on $50,000 ; bicpb stds 11, 000 


30 percent EPT on $35, 416____ iaciatidiaiiin ciara: 


Total tax burden___ ‘ said at a bia 44. 100 


Profit after taxes______- aly pubbhdabethisbes sg : . 80,900 
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Now let us look at the expansion program which we must follow if 
we are to keep en with the cnudiey and stay in business. 

Sand blasting and metallizing building. and equipment, $39,000 ; 
rolls for steel plate, $10,000: 10-ton erane and track, $14,000. For a 
total of $54,000. 

These are only the very minimum requirements. The building 
could be constructed under our present income rate provided our sales 
hold up and provided that we make 6 percent before taxes. The addi- 
tional $24,000 for the crane and the rolls would have to be purchased 
with net profits after EPT. Additional profit before taxes necessary 
to do this would be $133,000. We must make 5 to 514 times the re- 
quired amount under EPT. Caaiia this to twice the required 
amount under normal and surtax rates and it is not difficult to see, 
that in a competitive market we could price ourselves out of business. 

At the present time the working capital of the company ts $114,000 
which is only a little over one-half of the requirement on an industry 
average. If we expand our volume, we automatically expand our 
working capital requirements. Under EPT our working capital does 
not increase in proper proportion and we find our selves in a financial 
condition without the stability of minimum working capital require- 
ments. It therefore behooves us not to expand. Our working capital 
requirements are below minimum now, we cannot hope to survive if we 
worsen that condition. 

Corporations, like individuals, either progress or retrogress, they do 
not remain dormant or in a state of dollar payee suspension. 
When progressiveness proves to be the path to financial strain and 
ultimate disaster, due to an unsound tax policy, then we are doing 

nothing more than hastening the inevitable economic chaos which is 
the only possible result of an unsound tax program. 

I need not enumerate the inequities of EPT. We all know that the 
very foundation upon which the tax is predicated is paradoxical. The 
companies at which the provisions of the law are aimed, are exempted 
from paying the tax by virtue of their historical profits. In the ma- 
jority of the cases, within my knowledge, those who are forced to pay 
the tax are those who can least afford to pay it. 

EPT promotes and encourages inefficiency. Astronomical sums of 
the so-called 18-cent dollars are squandered each year in advertising, 
promotional schemes, giveaways, expense accounts, redecorations, and 
exclusive club dues, to mention but a few. This wasteful attitude 
actually contributes toward the inflationary spiral. What is even 
worse, we humans, whether we like to admit it or not, are creatures of 
habit; and once we adopt these extravagances we will pay a dear price 
for rehabilitating ourselves to a sound financial attitude. 

It is the general consensus of opinion among the Nation’s economists 
that 1954 is to be a recessive year. The only point upon which they 
fail to agree is the depth of the recession. 

I might add there that I get that opinion from my service with 
Kiplinger Letter, and from Frank Seidman, a resident partner of 
Seidman & Seidman, in Minneapolis, who has also given me this 
opinion, 

Under the terms of the present EPT law, we are given a 1-year carry- 
back of EPT credit. If the tax is exte muha to December 31, 1953, it 
could very well mean that the Government will be in a position of 
having to refund huge sums in a lean year when it can least afford an 
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influx of refunds. The only method of relief, in the “y es of the Gov- 
ernment, will be increased taxes when the people can least afford an 
increased tax burden. The whole vicious cycle will ie reactivated and 
vill draw us further into the vortex of inflation. 

Ixcess-profits tax actually promotes monopolies through its many 
inequitable clauses. First, it tends to destroy the incentive for risk 
taking, on the part of investors, and it tends to eliminate the 
eflicient use of production facilities. It therefore discourages new 
companies from entering into the field and thereby aids in perpetuat- 
ing existing monopolies and in the creation of new ones. It discour 
ages the small-growing business and thereby fosters the monopoly of 
the old, well-established firms. 

In view of all of this what, then, is the purpose of excess-profits tax 4 
'To this question there are two possible answers, as I see it. One is 
fo prevent firms from producing defense materials at an undue profit 
during a period of national hardship. re can be immediately dis 
counted, for the Military Renegotiatio Act is an effective tool for 
controlling excessive profits on teeta contracts. 

Since I have been in Washington, I understand I can get a lot of 
argument on that. The only other possible purpose of KEPT is to 
increase Government revenue. 7] his, the Government Says, is neces 
sary to balance the budget. I propose, at this point to discuss only a 
ininute few of the reasons why we should be able to balance the 
budget without extending EPT for another 6 months. 

President Eisenhower, in his appearance on radio and television 
Jast week, would mean an extended duration of high personal income 
tax rates. This assertion may develop into a reality, however, it need 
not be so. I am sympathetic with on difficult t: ask which faces Con- 
ress and the administration; and I am as aware of the gravity of the 
situation as a layman can be; att 1 like many others, am thor- 
oughly convinced that the budget could be trimmed sufficiently to 
allow the termination of EPT and the lowering of personal tax rates 
in accordance with the existing schedule. Furthermore, removal of 
KPT would encourage efficient operations, which would raise corpo- 
rate Incomes and revenues to the Government at normal and surtax 
rates. 

Such items as excessive foreign aid, military waste, bureaucracy, 
and departmental overlap and duplication are known to exist and their 
presence is admitted by various represent: itives of the Government. 
Yet the Government has the te merity to call upon corporations and 
individuals to support its inefficiencies. 

I quote from the extension of remarks of the Honorable Frederic 
R. Coudert, Jr., in the Record of May 25, 1953: 

Answell Magill, former Under Secret: ary of the Treasury, recently 
testified, “Congress has lost annual control of expe nditures.’ 

He pointed out that $53 billion of the $78.6 billion expe snditures pro- 
posed for the fiscal year 1954 is “not subject to control or review” by 
Congress this yeat 

Even if Congess failed to appropriate a dime during this session, the agencies 
and departments of the Federal Government would have available for expendi 
tures on June 30, 1953, more than $100 billion of unexpended balances from 
previous authorizations. 


This situation is frightening enough in its own right but coupled 
with the unlimited taxing powers granted the Federal Government in 
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the 16th amendment to the Constitution and these 2 facts be- 
come the shackles of slavery in the hands of a fearful master—big 
Government. We are standing in the shadow of an ogre who has but 
to reach out and engulf us in its latent tyranny. 

With over one-third of the total national debt lying around in un- 
expended balances, and in view of all the foregoing statements, I 
vigorously protest the extension of EPT. I strongly urge the enact- 
ment of H. R. 2 into a law which will provide that Federal expendi- 
tures shall not exceed revenues. Finally, I believe it is absolutely es- 
sential for the preservation of freedom in this country that the Fed- 
eral Government be limited in its power to lay taxes on the incomes of 
the people. 

In conclusion, I should like to anticipate the remark that the Eisen- 
hower administration shares the belief that the excess-profits tax 
should be eliminated. It is only a question of timing. The proposed 
6 months’ extension might well mean financial disaster for some inno- 
cent small concern somewhere in these United States. If one small 
business fails or is caused undue hardship because of an unfair tax 
program then that concern is the victim of poorly managed govern- 
ment. If we condone one injustice, or conditions conducive to unjust 
treatment, we give license for the perpetration of another; and the 
next victim might be any one, or all, of us. When in a true democracy 
an individual is victimized by the Government, whether intentional 
or not, and the oppression, however minor, is allowed to go by un- 
protested, then we are all overlooking a milestone on the one-way road 
to tyranny. 

Yesterday Mr. Biggers testified—and I was sitting back here listen- 
ing—and I heard him make the remark that no business to his knowl- 
edge had ever failed as long as they could retain 30 percent of their 
earnings. I have taken my own company as an example. We have 
less than a 2-to-1 ratio of assets to liabilities. Our net working capi- 
tal is about 43 percent of the requirement. Under excess-profits tax, 
if we expand, our working capital will drop down to 40 percent of 
the requirement. So there is a tendency for declining working capital. 
No business can thrive without a good working capital picture. 

Furthermore, as I look at the situation, this is a tax of cause and 
not effect, the cause being the Government’s inability to live within its 
means. I have a book that I have studied—it is written by a Mr. 
Anderson—that has a lot of tax theory in it. In his book he states 
that public finance can no longer be looked upon as a burden and dis- 

turbing factor to the private economy. We must recognize that the 
national economy has 2 interrelated sectors, 1 private and 1 public. 
When one sector is regulated without regard to the other, confusion 
esults. The power to tax is the power to destroy. It is only by the 
flow of venturé capital that productivity can be raised and America’s 
productivity is me greatest Weapon. 

In World War II the American productive powers and forces out- 
produc ed the vet ie powers of the Axis and Allied Nations. I be- 
lieve it is this reason and not the atomic bomb or the mighty military 
weapons we have that is holding Russia in abeyance at the present 
time. Ifa tax interferes with the productivity, then I believe we are 
tampering with disaster. 

I sincerely want to thank you gentlemen for allowing me to appear 
before you. That concludes my statement. 
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Mr. Jenkins. I want to compliment you on your clear statement, 
Mr. Potter. You have arranged your statement very methodically and 
very convincingly, I think. 

Are there any questions ? 

Mr. Knox. Mr. Chairman, I should like to also thank Mr. Potter 
for his well-rounded statement of his views, and especially how it 
afiects his company. 

Mr. Jenkins. Are there any further questions? 

If not, thank you very much. 

The next witness on the program is Mr. Paul Dennison, of Minne- 
apolis, Minn. 


STATEMENT OF PAUL T. DENNISON, PRESIDENT, MINNESOTA 
RUBBER & GASKET CO., MINNEAPOLIS, MINN. 


Mr. Dennison. My name is Paul T. Dennison, and as president of 
Minnesota Rubber & Gasket Co. I wish to thank the House Ways and 
Means Committee for the opportunity of appearing at their hearing 
concerning the extension of the excess-profits tax. I represent a new 
and growing corporation which manufactures precision molded-rubber 
parts for the machine and electronic industries. We have been par- 
ticularly fortunate during the past 8 years in attaining a phenomenal 
growth in sales, particularly as our business as characterized by keen 
competition. The following gross sales figures will indicate this 
growth picture: 

September 30, 1946, $149.543: September 30, 1947, $190,156; Sep- 
tember 30, 1948, $441,481; September 30, 1949, $681,516; September 
30, 1950, $983,393; September 30, 1951, $1,668,595; and September 30, 
1952, $1,842,440. 

Although our company does not characterize itself as typical of 
small business, I do feel that there are many other firms in the United 
States which have the same problems and opportunities as we have. 
We employ approximately 225 people and are located in St. Louis 
Park, a small village, suburban to Minneapolis, and we employ the 
largest number of people of any company in the village. 

i am against the renewal of the excess-profits tax as proposed by 
the administration for the following reasons: 

This tax discriminates against a small group of United States 
businesses. 

2. Excess-profits tax penalizes initiative. 

3. Excess-profits tax is a failure as a revenue getter. Tax receipts 
hs ae been far below expectations. 

Excess-profits tax stimulates wastefulness and extravagance in 
hoch 

This tax holds back industrial research and thwarts develop- 
ment of new products and new markets. 

6. Excess-profits tax prevents plant expansion, either for expanded 
or more efficient production. 

7. Excess-profits tax destroys incentive. Projects which show a 
normal profit under regular corporation taxes, no longer appear to 
be worthwhile when subject to excess-profits tax. 

8. Excess-profits tax restricts further employment. 

I am fully cognizant of the administration’s recent plea for the 
extension of this tax, and am in sympathy with their desire to balance 
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the budget, but I find their reasoning ill-founded, and I honestly be- 
that they are misinformed as to the ultimate consequences of 
proposed extension. 
‘irst of all, the expected receipts of this tax during the next 6 
ionths amounting to ssvvu million are slightly exagger: ated. I have 
no figures to document my opinion, but I think that if it is extended 
he United States businessmen now subject to this tax will pull in 
eir horns so to speak. ‘Their complaints against this tax have been 
ery syinpathetica lv listened to during the past 6 months, and al- 
nough they have not been definite ly promised relief, the implic: ation 


as been clear, and they have made their plans with the expectation 


that this tax would e xpire on June 30. 

if this tax were to be renewed, it would call for a reassessment of 
all of their business plans with a resultant reduction of the overall 

x base. This point, I think, is extremely important and has been 
largely ignored up to now. The timing of the administration’s de- 
mand that this tax be extended has been very poor, and a reversal of 
their earlier position at this late date would be extreme ‘ly harmful. 

\s mentioned before, every businessman is in sympathy with the 
desire of the administration to balance the receipts of the Govern- 
ment with its expenditures. It is my contention that the overall tax 
receipts from American business would be reduced by the renewal of 
this excess-profits tax. This same principle has been proven before 
as it Pane to taxes an d it can be even simplified to the elemental 
3s princip] e “You have to spe nd mone vy to make money. , 

I he a ien know that they have to invest money in products 
and services in order to obtain profits. This can be applied to the 
Federal Beene! in its efforts to make additional income, i. e., 
collect taxes. 

The only difference is that the Federal Government does not invest 
money in the sense that business does. It provides the opportunity 
and incentive to American business which, in turn, is permitted to 
make progressively more profits and thus broaden the tax base. This 
is the sort of economics which is not learned from books; it is sim- 
plicity itself and every businessman understands it. 

The administration admits that this tax is poorly contrived and 
probably harmful to a small segment of Amer‘can business. They 
rationalize their position, however, when they urge that even though 
it is harmful to a small number of businesses it should be continued 
until all taxpayers can be given relief at the same time—some time 
in 1954. The administration also says that this small segment of 
American business should not have preferential treatment in the re- 
duction of taxes. This argument does not hold water. I state that 
it is not a matter of preferential treatment at all—it is a matter of 
relief from discrimination of long standing. 

If aman were to come upon a train wreck wherein all the passengers 
were injured to varying degrees, this man would hardly withhold 
first aid from one suffering from arterial bleeding and wait until all 
the injured could be treated simultaneously. 

I am sure that the committee are more interested, however, in my 
personal experience with the excess-profits tax as it poe to my 
business, than in generalizations about its effect on American busi- 
ness as a whole. Let me state a few of my experiences and decisions 
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resulting from operation under the excess-profits tax during the past 
few years. 
Minnesota Rubber & Gasket Co. has made 3 separate plant 


expansions since 1950. These additions have been made on a restricted 
basis due to lack of adequate funds, and operation on a hand-to-mouth 
economy. Excess-profits tax has limited our acquisition of funds 
to a point where we could not formulate long-range plans for plant 
expansion. We feel that we have been unduly penalized in this 
respect. 

We now have, at this date, architects’ plans for the fourth addition 
to our factory. This addition which would cost approximately $100, 
000 has been planned for some time with the thought in mind that 
we would break ground this summer coincidental with the expiration 
of the excess-profits-tax law. Financing has been planned with this 
in mind, and a change at this late date by the administration in its 
recommendations as it pertains to this tax, jeopardizes this expansion 
program. 

I am not saying that a renewal of this tax would force us to abandon 
our plans for expansion, but it surely would result in changing this 
plan and revising the expenditure downward. It probably would 
also cause us to revise our plans as to the method of financing this 
addition. 

We have two tables which show the growth of our company and 
the resultant financial condition from 1946 to 1952. 

The third column shows an increase of additions to fixed assets 
of $11,000 in 1947 to $109,000 in 1952 

The fourth column, which I think is really indicative of our finan- 
cial picture and is quite important to us, shows a ratio of current 
assets to current liabilities. This column shows that we have gone 
down from 3.5 to 1in 1946 to 1.1 to 1. This, I think, echoes the previous 
witness’ testimony as it. pertains to the ratio of current assets to 
current liabilities. 

It is evident that from table IT we have experienced a marked de- 
cline in the ratio of current assets to current liabilities. We think 
that excess-profits tax has played a large part in this decline. 

Table ITI shows a tremendous increase in taxes paid on income. Of 
course, we realize that this reflects the general picture in industry for 
these same years prior to excess-profits tax, but 1951 and 1952 reflect 
the impact of the excess- profits tax. 

Table I11 shows an increase in percentage of total Federal tax 
to net income of from 22.70 percent in 1946 to 68.15 percent in 1952. 

Let me conclude this statement with the plea to this committee 
that they have faith in the initiative and progressiveness of American 
business. ‘The removal of this dark cloud on June 30 will be a marked 
contribution to stability and the renewal of business progress. Thank 
you, gentlemen. 

Mr. Jenkins. Thank you very much for your fine statement, Mr. 
Dennison. 

I think those figures on the last two pages tell your story very 
clearly and so convincingly that they cannot be refuted. In other 
words, the middle column’ figures sie how you worked and how 
you prospered by volume of business. But the last figures show that 
was almost useless, that your efforts did not avail you much in the 
great balance. 
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Mr. Dennison. It is very discouraging. 

Mr. Jenkins. Are there any other questions ? 

Mr. Uitt. 

Mr. Urr. No questions. 

Mr. Jenkins. Mr. Mills. 

Mr. Miuus. Mr. Chairman, the figures referred to on page 8 by the 
chairman would tend to make one believe that so far as your corpora- 
tion is concerned, you already are under a progressive corporate tax 
structure. Do you understand what I mean ? 

Mr. Dennison. That is correct. 

Mr. Miutzs. And most students of taxation have always felt that 
such a type of tax would be about the worst thing that could be 
enacted, a progresssive tax rate on corporations. 

Mr. Dennison. Yes. It is my contention that the ordinary corpora- 
tion tax takes care of this growth picture already. 

Mr. Jenxins. In other words, the harder you work the less you get. 

Mr. Dennison. That is just about it. 

Mr, Jenkins. That is all. Thank you very much. 

Mr. Dennison. Thank you, Mr. Chairman. 

Mr. Jenxrns. The next gentleman we have listed is Mr. R. E. 
Schuler, of the Anderson Brass Works, Inc., of Birmingham, Ala. 
We have a telegram from Mr. Schuler which, without objection, will 
be made a part of the record at this point. 

(The telegram follows :) 

BIRMINGHAM, ALA., Jume 11, 1953. 
DANIEL A. REED, 


Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C.: 

Regret my inability to appear before committee today. Urge you to consider 
my telegram, dated June 1), 1953. If we were able to go ahead with expansion 
program with an adjustment of tax burden while the percentage would be less 
our ultimate tax would be greater due to larger volume and corresponding taxable 
profit. 

ANDERSON Brass WorkKS, INC., 
R. E. ScHuterR, President. 

Mr. Jenkins. The next witness is Mr. G. L. Draffan, president of 

the Ohio Brass Co., of Mansfield, Ohio. 


STATEMENT OF G. L. DRAFFAN, PRESIDENT, THE OHIO BRASS CO., 
MANSFIELD, OHIO 


Mr. Jenkins. We are glad to see you, sir. I have heard of the 
Ohio Brass Co. for many years, and although I have not had the 
pleasure of meeting you before, you are welcome. 

Mr. Drarran. I appreciate the opportunity of being here and pre- 

senting this statement. 

My name is George L. Draffan and I am president of the Ohio Brass 
Co., Mansfield, Ohio. 

No good citizen would oppose a tax which is truly levied on ex- 
cessive profit attributable to war or defense production. But the so- 

called excess-profits tax, as levied during World War II and, as pres- 
ently enacted, does not and cannot accomplish that purpose without 
at the same time exacting taxes on profits which are not excessive and 
not attributed to armament noun Our own company’s ex- 
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perience in World War II is a good illustration of the inequitable 
results of this tax. 

During the base period, 1936-39, inclusive, used for establishing 
the excess-profits-tax credit for the war years, our comp: nies suffered 
from two aces conditions. One was a strike of 8 weeks’ duration 
in our insulator plant at Barberton, Ohio. The other was a period 
when prices for about half of our products were so low as to amount 
almost to a calamity. 

To illustrate: Suspension insulators, our largest volume item, 
dropped from an historic price range of $2 to $2.25 to a price of about 
60 cents. This price was lower than our labor and material with no 
provision for overhead, and we took no orders on that basis, but we 
did accept orders for as little as 65 cents per insulator in an effort 
to keep our manufacturing facilities operating and to provide em- 
ployment for our working force. 

Congress recognized that no arbitrary formula for determining 
excessive profits “could be developed, and base-period abnorm: alities 
were recognized in section 722 of the Internal Revenue Code. How- 
ever, it is well nigh impossible to leave to administrative judgment 
the reconstruction of a situation as it might have been if the abnor- 
namities had not existed. 

In spite of the clear intent of Congress, conscientious officials, in 
trying to protect the Government, are inclined either to minimize 
abnormal factors or if confronted with clear proof of the existence of 
abnormalities, Government representatives would undoubtedly feel 
obliged to assign the lowest value to results of these abnormalities 
which would induce the taxpayer to settle without litigation. 

Because of the slow recovery from the abysmal prices of 1938 and 
1939, the suspension insulator, to which I referred previously, had 
reached a level of only a little more than $1.63 when prices were frozen 
in 1941, and prices of our similar products were at a comparably low 
level. 

We are manufacturers of products for essential industries, and dur- 
ing the war we continued to make all of our standard products. Since 
our customers were required to hold their purchases to the barest 
minimum which would allow them to continue operations, our markets 
were seriously curtailed. The armed services recognized the essen- 
tiality of our standard products but urged us to undertake direct 
munitions work without interfering with our regular products. We 
managed to do this and produced various items for the Army Ord- 
nance, the Signal Corps, and the Navy. 

Products for the armed services and some of our standard products 
were considered subject to renegotiation. After thorough investiga- 
tions we were given clearance without refund in each year except 1944. 
In 1944, $6,873,000 of our shipments were considered subject to rene- 
gotiation, of which approximately $2 million was used for a non- 
metallic, antitank mine. 

This was a new item on which we had done some of the development 
work. These mines were sold by us at $5.49 each. We were told that 
the next lowest price at which the Army was able to place orders was 
$7.50 and that some producers were charging $9 per mine and complain- 
ing that even that price was too low. 

Because our organization had been able to develop some very 
ingenious manufacturing and assembly methods, we made a profit 
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even at our very low price. The antitank mine contract was the 
largest single one we had, but we were able to show savings in similar 
ratto on a large number of other items. Nevertheless, in 1944 the 
Renegotiatior soard cleared, and weag reed to, a refund of S450.000, 

In spite of the low frozen prices on many of our standard products 
and in spite of our moderate pricing policy and low production cost 
on military items, we paid excess-profits taxes as follows: 

1941 ae $579, 000 
1942 760, 680 
194:3 456, 300 
1944 1, 000, OOO 
1945 itnaiae - 421, 000 

It is interesting to examine the impact of these taxes on profits com- 
pared with the year 1937, which was the only base period year not 
affected by the s strike 01 by ibee xtremely low insulator prices. While 
our sales in 1937 were only two-thirds of the average sales in the period 
1941-45, inclusive, our average net profit after taxes was 40 percent 
less than our net profit after taxes in the year 1937 when sales were 
so much smaller 

\t the appropriate time, we filed for relief under section 722. In 
accordance with regulations we reconstructed our sales and profits, 
fully supported by the facts, and claimed a refund of Federal excess- 
profits taxes in the amount of $1,580,000. 

he regional board in Cleveland accepted the strike abnormality 
as admissible but computed relief on a basis which resulted in little, 
if any, refund. The Regional Board rejected the price situation in 
1938 and 1939 as a basis for relief. 

In accordance with regulations we appealed our case to Washington 
and several conferences were held here. As a result of questions 
which arose in the various conferences, we filed briefs and supple- 
mentary statements, in addition to our original claim. In document- 
ing the claim and in preparing for the conferences, our own organiza- 
tion spent uncounted man-hours, and so did our accounts and our 
attorneys. 

Finally, at the last Washington conference, we agreed to a com- 
promise which resulted in a refund of $312,150 excess-profits taxes 
as compared to our well-documented original claim of $1,580,000. 

This statement is not intended as a complaint against the Govern- 
ment representatives who worked on our case. However, it is an 
illustration of the impossibility of writing a so-called excess-profits tax 
law and administering it so as to accord just treatment to thousands 
of businesses each with its own unique problems and v: arying expe- 
riences. 

The case history I have given illustrates only one phase of the 
injustice and damage which can result from this kind of taxation. 

In addition, I would like to describe some of the effects of the 
present excess-profits tax law on our operations. 

Earlier in this statement I referred to the fact that our customers 
were held down to the barest minimum of purchases which would sus- 
tain their operations during the war, Asa result, there was a pent-up 
demand for our products, particularly in the electric-power industry, 
which is the largest single field we serve and which is basic to the 
economic development of this country. 
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In 194 i6, we began a p reviously p! lanned } rogram of modernization 
and expansion, and our postwar capital nena at the end of 
1952 had exceeded $6 million. 

We are now rather reluctantly making some substantial ¢ apital ex- 
penditures in our plant at Barberton, Ohio. This phase of our ex- 
pansion had been tentatively planned but deferred to some indefinite 
future time. About a year ago a division chief of the National Pro- 
duction Authority asked us to consider expanding some of our facili- 
ties to increase the output of certain produc ts which his office had de- 
termined would be necessary to meet the requirements of the electric 
power production program. Increased production of high voltage 
bushings was particularly needed, and we are the only manufacturers 
of these except Westinghouse and General Electric. 

We considered the matter, and after considerable discussion in our 
own organization and further consultation with the National Produe- 
tion Authority in Washington, we decided to go ahead. If our sales 
and cost estimates are correct, and at present tax rates, our forecasts 
indicate that we would net only up to 3 percent on our investment. 

As a means of comparison, we could have been sure of a greater 1 
turn than that if we had invested our funds in Ohio Tur npike coke 
which went on the market at about the same time our decision was 
made. If the electric power program shrinks suddenly—and it has 
before—our investment in buildings and equipment will net less than 
nothing, and the cash used for the expansion program will not be 
available to tide us over whatever emergencies may be ahead. 

On the basis of straight financial considerations, we would not have 
been justified in going ahead with the program. But, in our judgment, 
two other factors outweighed the financial considerations. First, we 
felt an obligation to meet our customers’ requirements in connection 
with the electric power production program, which is closely tied in 
with the defense program. Second, we and our customers are still 
optimists enough to believe that somehow, someday, incentives to risk 
c apite al will be restored. 

In my opinion, the full effect of the excess-profits tax law in « 
couraging sound management and industrial expansion has not been 
felt. Vicious as it is, it has been looked upon as a temporary measure 
and has been ignored or given little weight in long-range planning. 
This faith in the future cannot persist forever. The excess-profits 
tax should be allowed to expire as scheduled on June 30, 1953. Re- 
enactment will upset plans which managements have made in good 
faith and will, in my judgment, constitute a very effective brake on 
expansion programs, and will inevitably produce further inefficiency 
and loose methods in business. 

Thank you very much. 

Mr. Jenxrys. Mr. Draffan, I want to compliment you on the very 
clear statement you made. You sum it up there on the last page, where 
you indicate clearly that if you felt that this law would be continued 
vou would be very much ine ‘lined to go out of business. 

Mr. Drarran. There is so little incentive left it is not worth the 
wear and tear. 

Mr. Jenxrns. That is right. And you think you speak for a good 
many business concerns of your size in the country, do you? 

Mr. Drarran. I am sure I do. I have discussed this with a great 
manv other businessmen. I know how some of them have gone ahead 
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with programs purely on faith. They did not feel it was possible 
for this situation to continue. But they are becoming more and more 
reluctant to undertake expansion. 

Mr. Jenkins. Your business is yet a small business, and I think 
from your statement here you indicate you have a sound business. 
You are engaged in a real, productive business, and you are located 
properly, and you have good customers. Also, your commodity is in 
demand. You have every encouragement to stay in the game if you 
can be protected against unfair taxation. 

Mr. Drarran. That is right. 

Mr. Jenkins. Are there any other questions ¢ 

That is all, Mr. Draffan, and thank you very much. 

Next is Mr. John Dawson, of the Bridgeport Brass Co. 


STATEMENT OF JOHN S. DAWSON, VICE PRESIDENT AND SECRE- 
TARY, BRIDGEPORT BRASS CO., BRIDGEPORT, CONN. 


Mr. Dawson. My name is John Dawson. I am vice president and 
Secretary of Bridgeport Brass Co., of Bridgeport, Conn. 

I would like to ask that the written statement that we are sub- 
mitting be made part of the record. 

Mr. Jenkins. Are you going to follow the statement / 

Mr. Dawson. Largely. 

Mr. Jenkins. In other words, you will read excerpts from it, but 
you would like to have it all in the record ? 

Mr. Dawson. Yes. 

Mr. Jenkins. If there is no objection, it will be so ordered. 

(The statement referred to is as follows:) 


BripGePport Brass Co., 
Bridgeport, Conn., June 11, 1953. 
Hon. DANIEL A. REED, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 
Dear Mr. Reep: We appreciate an opportunity to tell your committee about 
the impact of the excess-profits tax law and its extention on a growth company. 


How we have grown 

Bridgeport Brass Co. has grown into a vigorous, expanding company, the 
largest independent in the brass-mill industry. It has been built on the founda- 
tions of a fine S7-year-old regional company, which for many years did no busi- 
ness farther west than Buffalo and concentrated in New England and the 
Northeast. 

In 1928 under the leadership of Herman W. Steinkraus, now its president, the 
company began to expand its sales activities on a national basis, and in the 
early thirties changed over from a family company to one now owned by some 
9.000 stockholders. Today, the company has four plants, the parent plants at 
Bridgeport, Conn., a large mill at Indianapolis, Ind., with basic capacity equal 
to that of the Bridgeport mills, and a foundry at Exeter, N. H. 

We also have 12 warehouses and 29 district offices located across the country 
so that we can give prompt service to the technical requirements of our cus- 
tomers. These locations are in practically all of the home States of the members 
of your committee. 

Our organization has grown to some 5,700 employees, who in our mind have 
always been the most important part of our company. We havé never had a 
strike. The teamwork and cooperation of our organization is getting better all 
the time. Our current payrolls are now running at the rate of over $25 million 
annually. 

We make and sell a complete line of brass-mill products in the form of sheet, 
rod, wire, and tube which have a very wide range of use—wider even than that 
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of steel. In addition, we make fabricated products such as plumbing goods, tire 
valves, and aerosol pressure-packaged products. 
Vost of growth since 1938 

The company’s major growth has occurred since 19388 when it completed at 
Bridgeport the first continuous rolling mill in the brass industry. Since that 
year, our sales have increased some 10 times and our assets have increased 
fourfold. 


Facilities doubled in 1946-48 


Adjusted facilities in the base period more than doubled from the beginning 
of 1946 through 1948 (from $7,213,000 to $14,866,000), as shown by exhibit 1. 
Since the end of World War II, the company has had a vigorous growth. It 
modernized its older plants in New England, It developed the new Indianapolis 
plant acquired in July 1948. Consequently, sales grew from $57,236,000 in 19430 
to $126,767,000 in 1952. Yet, in this same period, the brass-mill industry was 
doing poorly as compared with iron and steel, durable manufactures, and total 
manufactures, as shown by exhibit 2. 

These new postwar facilities, along with the requisite additional working 
capital, were financed through retained earnings supplemented by some $13 
million of long-term debt. The company has had no public common stock finance- 
ing since 1937. 


Profits in 1947, 1948, and 1949 retarded by two factors 

The company’s growth in profits since 1946 did not parallel its sales growth, 
as is shown by exhibit 1, because profits were retarded by two factors: 

1. A squeeze in brass mill margins took place during 1947, 1948, and 1949 be 
cause of an unusual discrepancy between the costs of copper and the prices of 
brass mill products. 

2. Normal profits from the Indianapolis plant could not be attained during the 
base period since the plant was acquired late in the base period in July 1948. 
In our industry, training an organization is especially long and costly. At 
Indianapolis we had to train some 1,500 men at a cost generally estimated in our 
industry to exceed $1,500 per man. 

Profits doubled since 1950 

Profits before taxes began early in 1950 to reflect a growth of over 100 percent 
in adjusted facilities during 1946, 1947, and 1948. Since 1950, with gradual 
realization upon increased capacity, profits have developed steadily to the point 
where they are currently running at better than twice 1950 levels. The fact that 
the company’s earnings during the last 3 years came from its expansion during 
the years 1946-48 is clearly shown by the fact that the company spent less than 
the amount of its depreciation on capital expenditures for plants and equipment 
during the years 1949, 1950, and 1951. Since the end of World War II we have 
reduced break-even points significantly, and for the year 1953 a profit improve- 
ment program for our whole organization is advancing the profit levels of our 
business. 


Congress has tried to give us exrcess-profits-tagr relief 

During the hearings in 1950 on the Excess Profits Tax Act, this company pre 
sented testimony before your committee and the Senate Finance Committee to 
the effect that base period earnings would be no fair measure of the company’s 
normai earnings. 

In 1951, in the absence of hearings by your committee, a further statement 
was presented to the Senate Finance Committee, but no remedial action was taken 
at that session. 

In 1952, however, an amendment approved by the Senate Finance Committee 
was accepted by the members of this committee who were House conferees, and 
this amendment was enacted as section 459 (f) of the code. For the benefit of 
smaller independent companies in the brass mill industry, this section was de 
signed to correct the squeeze in brass mill margins and to give recognition to a 
substantial increase in capacity during the base period. 

Section 459 (f) failed to give effective relief 

The intent of Congress in enacting section 459 (f) was nullified by inserting 
1950 in the formula late in the last session of Congress. This quirk was impos- 
sible for anyone to assess accurately in the closing moments of the session. 
Several unforeseen and unintended results occurred as given in detail in appen- 
dix A 
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First, companies to which Congress sought to grant relief but which liquidated 
inventories in 1950 had to give up substantial refunds available to metal fabri- 
cators generally under other provisions of the code. As exhibit 4 shows, com- 
mercially available stocks of copper in 1950 reached the lowest levels in recent 
history. In the case of this company, the refund given up would have sub- 
stantially reduced the relief under section 459 (f). 

Second, section 459 (f) failed to reflect the normal earnings from facilities 
acquired late in the base period. Thus, the normal earnings of our Indianapolis 

juired in July 1948 were largely ignored. 

ailure of section 459 (f) to relieve this company is clearly shown by 
exhibit 3 which measures the tax bite in the case of (@) this company: (0) all 
¢orporations ; and (c) four large, integrated copper corporations with which the 
company competes in the sale of brass mill products. This exhibit shows that the 
company’s effective tax rate (62.7 percent) in 1951 was 6.2 percentage points 
higher than that of all corporations (56.5 percent), and almost 12 percentage 
points higher than that of its powerful integrated copper competitors (50.8 
percent). Its rate rose to 66.8 percent in 1952 when it was almost 10 per- 
centage points higher than that of all corporations (56.9 percent) and 17.5 
percentage points higher than that of its copper competitors (49.3 percent). 
We need relief now 

It would be an easy matter to develop a simple amendment eliminating 1950 
from the formula which would give full effect to the intent of Congress by 
providing a fair measure of normal earnings for the company’s expanded 
tacilities. 

The drain of excess profits taxes on our company’s earnings and cash posi- 
tion has limited its credit and denied it reasonable access to equity capital. 
Weakened by the blows of maximum excess profits taxes, this company has been 
unable to accumulate sufficient earnings to finance the modernization and 
expansion required to meet the progress of powerful integrated competitors 
in the various markets of the country. 

The independents in the brass industry, of which this company is the largest, 
are of vital importance to the country in any national emergency, and the 
maintenance of vigorous independent brass mills during peacetime is of signi 
ficant national importance. 

Since 1950 our company has sought repeatedly to obtain a fair measure of 
normal earnings. Despite the fact that your committee has been unable to 
have hearings on relief measures since 1950, many of the members of your 
committee showed an interest in our plight in the conference on the 1951 amend- 
ments and again in 1952. We believe that these members recognize that fairness 
justifies relief in our case. 

Your favorable action in adopting a fair measure of normal earnings in our 
case will be deeply appreciated. 

Your committee is earnestly requested to grant this relief, regardless of its 
decision on the extension of this confiscatory tax. 

Relief is urgently needed now. 

Respectfully submitted. 

BripGePporr Brass Co., 
JOHN S. Dawson, 
Vice President and Secretary. 


Enclosures. 
APPENDIx A 
Section 459 (f) Farts To GIve EFFectT TO THE INTENT OF CONGRESS 


1. We received little net relief 

Under section 459 (f) 80 percent of 1950 operates as the measure of the com- 
pany’s normal earnings. Copper stockpiling on the part of the Government in 
1950 arrested the company’s growth in that year since it ptaced copper in very 
short supply. In the last half of 1950 after the war in Korea began, physical 
output of both the company and the brass-mill industry was below the rate at- 
tained in the second quarter of 1950—in marked contrast to the experience of 
other segments of industry. The extent of the copper scarcity may be shown 
by exhibit 4 which plots stocks of refined copper cver a number of years. This 
shows that at the end of 1950 stocks of copper in the hands of smelters and 
refiners and of fabricators were at a record low. 
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ge of copper forced our company, as well as other copper fabri- 
to dip severely into their inventories in 1950 with two important tax 


certificates of necessity were denied generally for brass-mill facilities 
received no certificates during the life of the present law. 
Second, the company had to abandon LIFO refund rights under section 22 (d) 
6) (EF) of the code, which in its case would have substantially reduced the 
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As reflected by rates of earnings reached in the second quarter of 1950 Actual rates 
of earnings are used for all operations outside of Indianapolis, and the earnings rate of 
Bridgeport mills is used for Indianapolis. 

The company’s ABPNI under sec. 459 (f) was 96 percent of its earnings rate, exclusive 
of Indianapolis, in the second quarter of 1950 It is significant that this ratio is in line 
with the ratio of 90 percent between the ABPNI of all corporations (determined by the 
average of the 3 highest years of the base period) and their earnings rate in the pre-Korean 


quarter 
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BRIDGEPORT BRASS COMPANY 


INDICES OF PHYSICAL PRODUCTION OF NONFERROUS METALS AND PRODUCTS, 
IRON AND STEEL, DURABLE MANUFACTURES, AND TOTAL MANUFACTURES, 
AND INDEX OF SHIPMENTS OF BRASS MILL PRODUCTS 


1946 - 1952, INCLUSIVE 
(1946 = 100) 
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BRIDGEPORT BRASS COMPANY 


RELATION OF AVERAGE BASE PERIOD NET INCOME OF ALL CORPORATIONS AND OF THE 
BRIDGEPORT BRASS COMPANY TO THEIR RESPECTIVE SECOND QUARTER 
1950 NET INCOMES ANNUALIZED 


(Second Quarter 1950 Annualized = 100) 


All Corporations Bridgeport Brass Company 


Indian- 
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2nd Quarter Average 2nd Quarter Average 
1950 Net Base Period 1950 Net Base Period 
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Annualized (average of Annualized Under 
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BRIDGEPORT BRASS COMPANY 
NET PROFIT TRENDS OF THE INDIANAPOLIS PLANT, THE COMPANY EXCLUDING 
INDIANAPOLIS, AND ALL CORPORATIONS, QUARTERLY (AT ANNUAL 
RATES) FOR 1950, AND ANNUALLY FOR 1951 AND 1952 


(Indices: Second Quarter 1950 = 100) 
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Mr. Jenxins. All right, you may proceed. 

Mr. Dawson. We appreciate the opportunity to tell your committee 
about the impact of the excess-profits tax and its extension on our 
particular company, which has been a growth company. 

Bridgeport Brass Co. has grown into a vigorous, expanding com- 
pany, the largest independent in the brass-mill industry. It has been 
built on the foundations of a fine 87-year-old regional company, 
which for many years did no business farther west than Buffalo and 
concentrated in New England and the Northeast. 

In 1928, under the leadership of Herman W. Steinkraus, now its 
president, the company began to expand its sales activities on a national 
basis, and in the early thirties changed over from a family company 
to one now owned by some 9,000 stockholders. Today the company 
has four pl ints the parent plants at Bn idgeport, Conn. ; a large mill 
at Indianapolis, Ind., with basic capacity equal to that of the Bridge- 
port mills; and a foundry at Exeter, N. H. 

We also have 12 warehouses and 29 district offices located across 
the count ry so that we can give prompt service to the technical require- 
ments of our customers. These locations are in practically all of the 
home States of the members of your committee. 

We made an analysis of the growth in a number of the States repre- 
sented by your committee and the growth in every single one has been 
very substantial. 

Our organization has grown to some 5,700 employees, and our 
employees, in our mind, have always been the most important part 
of our company. We have never had a strike. The teamwork and 


cooperation of the people in our organization is getting better all the 


time and our results before taxes demonstrate that. Our current pay- 


rolls are running at the rate of over $25 million a year. 


We make and sell a complete line of brass-mill products. They 
are in the form of sheet, rod, wire, and tube, and they have a very wide 
range of use, even wider than the range of use in the steel industry. 

In addition, we make some fabricated products such as plumbing 
goods, tire valves, and aerosol pressure-packaged products. 

Most of our growth has come since 1938. Our sales since that time 
have grown tenfold. In that year, 1938, we completed the first con- 
tinuous rolling mill in the brass industry. 

Our sales were $15 million in 1938 and have increased to about 
$127 million in 1952, and our assets increased fourfold, from $12 mil- 
lion to over $53 million in 1952. 

After the war our facilities were doubled. The adjusted facilities 
increased from the beginning of 1946 through the end of 1948 from 
$7,213,000 to fourteen-million-eight-hundred-thousand-odd dollars. 

Since the end of the war our growth has been a vigorous one and it 
has taken several forms. We have had to replace and modernize our 
older plants in New England. It is a problem that is typical some- 
what in the Northeast. We have also developed a fine new plant at 
Indianapolis, which was acquired in July 1948, which was late in the 
base period. 

Our sales followed this growth and they increased from fifty-seven- 
million-odd dollars in 1948 to over $126 million in 1952. Yet in this 
period our industry—the brass-mill industry—was doing poorly as 
compared with the growth in other industries. 
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We have attached a chart as exhibit 2 to show that the brass-mill 
industry didn’t do as well as the iron and steel industry, for instance. 
It didn’t do as well as durable manufacturers, nor as well as total 
manufacturers, after the end of the war. So our growth has been 
against a fairly static background. 

We financed our new postwar facilities through retained earnings 
supplemented by some $13 million of long-term debt. We have had no 
public common-stock fin: incing since 1937, back before World War II. 

Well, we grew in facilities, and our sales started to increase; but 
our profits during the base period, particularly in 1947, 1948, and 1949, 
were retarded by two major factors. The profits didn’t parallel our 
sales growth because, in the first place, there was a squeeze in brass- 
mill margins during the years 1947, 1948, and 1949, so that they were 
the lowest of any during the period since the end of the depression in 
the thirties. This squeeze took place because of an unusual discrep- 
ancy between the costs of copper, which had risen, and the prices of 
brass- ca products, which did not reflect the increase in the price of 
copper, our mi yor raw material. 

The sidadal factor was that normal profits from this big Indiana- 
polis plant that we acquired late in the base period in July 1948 
couldn’t be reflected during the base period. In our industry it takes 
a long while, and it is a costly matter to train an organization. And 
at Indianapolis we have had to train some 1,500 men at a cost which, 
in our industry, is estimated to be around $1,500 per man. 

Our profits were retarded, but they have about doubled since 1950. 
In 1950 they began to reflect the growth of over 100 percent in our 
facilities which had taken P lace earlier in 1946, 1947, and 1948. Our 
profits have developed steadily since 1950 to the point where they are 
running at better than twice 1950 levels currently. 

The fact that our earnings growth during the last few years came 
from our expansion in facilities during the 1946 through 1948 period 
is pointed up by the fact that we spent less than our depreciation on 
capital expenditures during the years 1949, 1950, and 1951. But since 
the end of World War II, the whole organization has been working 
to reduce our breakeven points and to make our whole operation more 
efficient. 

For the vear 1953, for instance, we have a broad profit improvement 
program in which our whole organization participates, and this has 
been advancing the profit levels of our business. 

We have testified before this committee as far back as in the original 
hearings in 1950 on the Excess Profits Tax Act, and again before the 
Senate Finance Committee in that year, and we told our story, which 
was that base-period earnings would be no fair measure of this com- 
pany’s normal earnings. 

In 1951, in the absence of further hearings by your committee, we 
presented a further statement to the Senate Finance Committee, but 
no remedial action was taken at that session. 

In 1952 an amendment, which was approved by the Senate Finance 
Committee, was accepted by members of this committee, who were 
the House conferees, and this amendment was enacted as section 459 
(f) of the code. 

For the benefit of the smaller independent companies in the brass- 
mill industry, this section was designed to correct the squeeze in brass- 
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mill margins that I have already referred to and to give recognition 
to a substantial increase in capacity during the base period. 

Unfortunately . 459 (f) failed to give effective relief, and the intent 
of Congress in enacting this section was nullified by the insertion of 
the vear 1950 in the formula, which took place late in the last session 
of Congress. This was a quirk which it was impossible for anyone to 
assess accurately in the closing moments of the session. 

Our measure of normal earnings under this section 459 (f) is 80 
percent of our 1950 experience. And several unforeseen and unin- 
tended results occurred, which are a little technical to describe, and 
they are set forth in detail in exhibit A, but I will describe briefly 
their effec t. 

First, the companies to which Congress sought to grant relief under 
this section but which had substantial liquidation of inventories in 
1950 had to give up substantial refunds which were available to metal 
fabricators generally under other provisions of the code. 

We set forth in exhibit 4 the levels of cooper stocks over the last 
number of years, and this points up that as a result of Government 
stockpiling, in the second half of 1950, commercially available stocks 
of copper in 1950 reached the lowest levels in recent history. 

If you look at the chart you will notice that stocks in the hands of 
primary smelters and refining pi ints went way down in 1950, and 
copper stocks in fabricators’ hands at the end of 1950 were the lowest 
points shown on the chart, going back to 1940, the first time that data 
were available. 

In the case of this company, the relief which we gave up under the 
“LIFO” provisions came pretty close to the amount of relief that we 
were entitled to under this section 459 (f). So in effect we were only 
swapping dollars. 

Now, in the second place, section 459 (f) failed to reflect the normal 
earnings from facilities which were acquired late in the base period, 
and in our case, the earnings of our Indianapolis plant acquired in 
July 1948 were largely ignored. 

We have shown in exhibit 5, which is not referred to in detail in 
the text, a visual picture of how our average earnings measured under 
section 459 gave no real recognition to Indianapolis earnings. And 
it shows the disparity when you are analyzing all corporations and 
our own experience in the second quarter of 1950, the pre-Korean 
quarter, compared to the normal earnings recognized in the law. 

And in the case of all corporations, that, of course, was the average 
of the 3 high years in the base period, and in our case it was the normal 
earnings developed under section 459 (f), which we say was so 
inadequate. 

As this chart shows, making those comparisons, our normal earn- 
ings under this section was less than 60 percent of what the second 
quarter of 1950 shows to be our normal earnings even at that point; 
whereas in the case of all corporations, their average base period net 
income, taking the average of the 3 high years, was some 90 percent 
of the second quarter of 1950 annualized. 

The way our Indianapolis plant has shown such marked improve- 
ment is indicated visually on exhibit 6, which shows that using the 
second quarter of 1950 as 100, the experience of all corporations and 
of our company, excluding the Indianapolis plant, stayed within a 
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reasonably small range; whereas the development of our Indianapolis 
plant went way up. 

Now, the failure of section 459 (f) to relieve this company is shown 
in the pie charts, which we have given as exhibit 3. They show, in 
comparing this company with all corporations and the four large 
integrated copper corporations with which the company competes in 
the sale of brass-mill products, that we are paying a much higher 
effective tax rate. 

In 1951, for instance, our company’s effective tax rate was 62.7 
percent, and this was 6.2 percentage points higher than that of all 
corporations. And it was almost 12 percentage points higher than 
that of our copper competitors. 

In 1952, our rate rose to 66.8 percent and was almost 10 percentage 
points higher than that of all corporations and 17.5 percentage points 
higher than that of our copper competitors. 

We feel that we need relief from this situation now. It would be 
aun easy matter to develop a simple amendment eliminating 1950 from 
the formula, which would give full effect to the intent of & ongress ex 
pressed in the last session by providing a fair measure of normal earn- 
ings for the company’s expanded facilities. 

The drain of excess-profits taxes on our earnings and our cash posi 
tion has tended to limit the company’s credit and denied it reasonable 
access to equity capital. Weakened by the blows of maximum excess- 
profits taxes, the company has been unable to accumulate sufficient 
earnings to finance the modernization and expansion required to meet 
the progress of powerful integrated competitors in the various mar 
kets of the company. 

The independents in the brass industry, of which this company is 
the largest, are of vital importance to the country in any national 
emergency, and the maintenance of vigorous independent brass mills 
during peace time is of significant national importance. 

As we pointed out, since 1950 our company has sought repeatedly 
to obtain a fair measure of normal earnings under the law. Despite 
the fact that your committee has been unable to have hearings on relief 
measures since 1950, many of the members of your committee showed 
an interest in our plight in the conference on the 1951 amendments and 
aga 11952. We believe that these members recognize that fairness 
saetificn relief in our case. 

Your favorable action in adopting a fair measure of normal earn 
ings in our case will be deeply appreciated. Your committee is earn 
estly requested to grant this relief regardless of its decision on the 
extension of this confiseatory tax. Relief is urgently needed now. 

Mr. Jenxtns. Are you finished with your statement, Mr. Dawson ‘ 

Mr. Dawson. Yes, I am, Mr. Jenkins. 

Mr. Jenkins. I want to compliment you on the very fine statement 
that you made. You covered the activities of your company both his 
torically and fiscally very thoroughly. 

Are there any questions 4 

Mr. Sapiak. Mr. Chairman, I think it should be emphasized for 
the record that, as has been mentioned by Mr. Dawson, the president 
of the company, Mr. Herman Steinkraus, is doing a tremendously 
good job for the Bridgeport Brass Co., and it should also be noted that 
Mr. Steinkraus is a former president of the United States Chamber 
of Commerce. 
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Mr. Dawson, you have made a very fine case, in my opinion, on 
section 459 (f). I want to ask this question in connection with that: 

Was the Bridgeport Brass Co. the only company that was affected 
as you specify, cr were there many others in the same category ? 

Mr. Dawson. There were not many others because our industry in 
general didn’t grow in the postwar significantly. There are other 
companies. We know the situation of the Mueller Brass Co., an inde- 
pendent brass company located in Michigan. They have a situation 
that is analogous to ours. They have been benefited somewhat, but 
not adequately, under section 459 (f). 

There m: L) ‘be some of the sm: aa compa unies whose financial infor- 
mation is not p ublished, but we don’t believe there are more than a few. 

Mr. Sapiak. penne you have outlined a case wherein you request 
particular relief, is it your opinion and that of those for whom you 
speak, that you are unalter ably opposed to any further extension of 
the excess-profits tax ¢ 

Mr. Dawson. Our position on that, Mr. Sadlak, is this, that we 
feel that 459 (f) ought to be mereet to reflect the intention of Con- 
gress in the last session. Whether or not the act is extended, the ex- 
tension of the act simply makes it more imperative, from our point of 
view, to amend 459 (f) because it continues the tax that much longer. 

Mr. Jenkins. Are there any further questions ? 

Mr. Muuas. Mr. Chairman, it is my recollection that section 459 
(f), Mr. Dawson, was actually intended in the beginning to take care 
of the situation which exists with reference to Bridgeport Brass Co. 
Is that the fact ? 

Mr. Dawson. I believe our case was made available to members of 
the committee and the staff in great detail, and I believe Congress had 
our situation specifically in mind in the enactment of section 459 (f). 

Mr. Mitts. It came from the Senate Finance Committee, and your 
case was before the Senate Finance Committee; is that correct? 

Mr. Dawson. Yes. 

Mr. Mitts. Actually, what you are suggesting, as I understand it, 
is that the Congress carry out its original intention with respect to 
459 (f) ? 

Mr. Dawson. Yes, sir; by making a technical amendment to 459 (f) 
to give it full effect to what the intent of Congress was. 

Mr. Sapiaxk. In other words, you want to delete 1950, is that correct? 

Mr. Dawson. In short words, that is what we would like to see 
done. 

Thank you. 

Mr. Jenkins. Are there any further questions ? 

The committee now stands adjourned until 1: 15 p.m. 

(Whereupon, at 12:05 p. m., the committee recessed to reconvene 
at 1:15 p. m., of the same day.) 


AFTERNOON SESSION 











Mr. Jenkins. The hearing will come to order. The next witness is 
Mr. Campbell. 

Mr. Sanpr. Mr. Chairman, I will appear in place of Mr. Campbell. 
I am Walter Sandt, staff member, Smaller Banks Tax Conference. 
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STATEMENT OF WALTER SANDT, STAFF MEMBER, SMALLER BANKS 
TAX CONFERENCE, DALLAS, TEX. 


Mr. Jenkins. You may proceed, Mr. Sandt. You are taking the 
place of Mr. Rupert Campbell. We will proceed on that basis. 

Mr. Sanpr. Mr. Chairman, my name is Walter Sandt. I represent 
as a staff member the Smaller Bauks Tax Conference. ‘This is an 
organization composed of nearly 200 small banking institutions 
throughout the country, who are concerned with what the excess- 
profits tax is doing to their ability to serve their customers who are, 
for the most part, persons of small or limited resources. 

When I say small banking institutions, | mean small. No bank in 
the conference has assets of as much as $10 million; the average is 
only a fraction of that amount. The towns we serve are small towns 
and the people we serve are little people. Listen to some of these 
towns: Prattsville, Ala.; Dumas, Ark.; Cortez, Calif.; Craig, Colo. ; 
McRea, Ga.; Milford, Ill.; Mishawaka, Ind.; Colby, Kans. That 
is the real grassroots of America, and that is where the small banks 
try to serve the small people in the small towns, and that is where 
the excess-profits tax is hitting the little man. 

From some of the publicity, you would think the excess-profits tax 
hurt only corporations. That isn’t so. It hurts the people whose em- 
ployment is restricted and prevented by holding down the growth of 
the corporations who could employ them, and it hurts them when 
their banks cannot take care of their financial needs properly because 
a punitive tax won’t let them expand their services to meet the ex- 
panding credit needs of an expanding population in an expanding 
economy. 

Mr. Chairman, I know you gentlemen have sat through a lot of 
testimony in the last 10 days. I will be brief, but I urge, that, weary 
though you are, careful attention be given to the points I will make, 
for I believe a more critical condition exists in the small-banking field 
than many people know. 

Today more than at any time in our Nation’s history, banks need to 
increase and strengthen their capital structures. They need it for 
two reasons; first, to increase services to meet increased demands, and 
second to maintain an adequate ratio between deposits and capital. 

Everyone is aware that our economy has expanded tremendously in 
the last decade or so. We all know that we are riding a boom, and we 
all know we have had considerable currency inflation. Consumers and 
most corporations can adjust to this one way or another. But it affects 
the banking field, too, and in a more difficult fashion. 

In 1935, total deposits in all member banks in the Federal Reserve 
System were $38 billion. Total capital strength of those banks was 
$5 billion. This was a comfortable ratio of better than 8 to 1, or capi- 
tal about 13 percent of deposits. In 1950 deposits had skyrocketed to 
130 billion, an increase of 240 percent, while capital was less than $10 
billion, about 90 percent increase. This brought the relation of capital 
strength to deposits down to the startlingly low percentage of about 
7 percent. 

The rate of deposit increases in the various Federal Reserve districts 
during the past 10 years shows what is happening to industry and 
growth. In that decade, deposits increased in the New York Federal 
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Reserve district by 44 percent. In the Cleveland district, they in- 
creased 162 percent. In Atlanta, 161 percent. In Denver and Detroit 
districts, 197 percent. 

The overall national average increase for those 10 years is 159 per- 
cent. Thus you can see that it is in the Middle W est and South and 
West that the need for increasing banking facilities is greatest, and 
that is where the small banks are located which are represented by 
this conference. 

Today, in all Federal Reserve cities, the ratio of deposits to capital 
is about 15 to 1, that is, capital is only 7 percent or less of deposits. 
In Cleveland, the ratio is about 1814 to 1. In Denver, the same. In 
Detroit, banks have less than $5 of capital for every $100 of deposit 
hiability. This thin margin does not permit expansion. 

The money supply has increased 300 percent since 1935. Population 
has increased 35 million since that time. Industrial activity has mul- 
tiplied manyfold. Yet our banks have only been able to double their 
capital capacity to handle deposits and make loans. 

I believe the foregoing figures will substantiate the fact that the 
Nation’s small banks need to expand their capital strength, for oper- 
ating on the narrow margin they are today, they can in no way 
expand the credit services demanded by the dynamic segment of our 
economy. 

Why do they not increase their capital strength? Because there 
are only two sources of capital increase: retained earnings, or new 
risk capital, and Mr. Chairman, I ask the members of this committee, 
have any of you tried to sell a shrewd investor any bank stock lately ¢ 
At 4 percent or less, it is not an attractive investment, under today’s 
tax structure. 

Banks have to use the industry average rate of return method com- 
puted on their assets, in figuring their excess-profits-tax credit. The 
base-period earnings method does not work, since their income from 
Government bonds is not allowed. Their assets are so low, as already 
demonstrated, that the industry rate method does not give them 
protection either, so we have the paradox of hundreds of small banks 
needing to expand their capital strength, in order to be able to handle 
larger deposits ~ a sound ratio, thus expanding the services their com- 
munities need, but having the money they earn and should use to 
increase their capital siphoned away by this tax. 

Let me quote from a letter from a small savings bank in Towa. 

In 1950 on a net income of $34,947.71, we paid income taxes of $14,549.58, or 
about 40 percent of our earnings. In 1951, we paid $23,467.54 in taxes, or 58.8 
percent of our earnings. In 1952, we paid $28,500 in Federal taxes, or 70.2 per- 
cent of our earnings. How can we grow with our growing community when 
taxes jump 50 percent in 8 years? Where would we get the additional capital 
to expand? We can't handle the business needs of our community because we 
haven't the capital and can’t accumulate it. The only way we could expand 
even a little would be to dilute our present Ownership by issuing more capital 
stock, and we cannot even do that, because the meager 4 percent we have been 
able to pay our stockholders would not attract new risk capital. 

Mr. Chairman, that isa very brief picture of what the excess-profits 
tax has done and is doing to small banks. Through them it is striking 
at the low-income working population of America, and the small- 
business man, who needs a small loan for expansion or working capital, 
but who cannot get it because his small local bank simply cannot grow 
a little bigger to take on a little business. 
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The Smaller Banks Tax Conference recommends : 

That the excess-profits tax be allowed to expire June 30 as orig 
nally enacted. 

That, should an extender bill be introduced and reported by this 
committee, it be amended retroactively to include a provision per 
mitting banks to include their savings liabilities, in the form of 
savines accounts. savings certificates, or whatever form, as borrowed 
capital for the purpose of computing their excess-profits-tax credit by 
the indus try rate of return method. Such savings de mero as tn ily 
borrowed capital as is the bank loan which a manufacturer is allowed 
to treat as a capital asset t for purposes of computing his excess profits 
tax credit. 

Thank you, Mr. Chairman and gentlemen. 

Mr. Jenkins. Any questions, Mr. Mason ¢ 

Mr. Mason. No questions, but simply this statement: That is just 
another nail in the coffin of this excess-profits tax. 

Mr. Sanpr. Thank you, sir. 

Mr. Jenkrns. Let me ask you a question. You are speaking now 
for the small banks, are you not ¢ 

Mr. Sanpr. That is right, sir. 

Mr. Jenkins. I come from this great Midwest section of the countr Vy. 
I did not completely follow you when you commented on increased 
bank deposits. 

Mr. Sanpr. I am not an expert but I understand the deposits are 
not al'owed to be computed in the tax. 

Mr. Mason. Under the banking law, there has to be a ratio between 
the deposits and capital stock. The surplus, which is the same as 
capital stock, they cannot utilize that. 

Mr. Jenkins. Thank you very much, sil 

Mr. Sanpr. Thank you, sir. 

Mr. Jenkins. The next witness is Mr. John B. Fetter. 


STATEMENT OF JOHN B. FETTER, PRESIDENT, GEORGE G. FETTER 
CO., LOUISVILLE, KY. 


Mr FETTER. Gentlemen, I] thank you very much for allowing me to 


appear before you. I am afraid my case is a great deal hke thi 
i > coal . < . ‘ 
things I have heard all morning. ‘lherefore, my first part of my 


statemet ny be sort of repeating what has already gone on. But 
mavbe the last part of it will put a little different slant on it. 

Mr. Jenkins. You want your statement to go into the record as it is ¢ 

Mr. Ferrer. Yes, sir. You can put it into the record if you thin! 
it will do any evood. 

Mr. Jenkins. That is all right. We want it in the record. 

Mr. Ferrer. Our company was in deep trouble during the depres 
sion, but using all of the capital I had, I reorganized it in 1939. Then, 
by unusually hard work and by drawing very small compensation for 
the next 6 or 7 years, the company vy has been built to be the best credit 
in our line of business in Louisville. Earnings will be about $76,000 
before taxes for our vear ending June 30,1953. We are in the office 
supply and office-furniture business. As we get in excess profits 
at $26,000, our tax bill will be about $50,000. The Government will, 
of course, collect in cash, and our profit will represent larger inven 
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tory, larger accounts receivable, and we some some additional cash. 
We are really going to need it because we will hive a big excess-profits 
tax to pay. This is a frightful bite and is extra provoking when I 
contemplate the fact that there are many other companies earning 
as much or more who are not 1n excess profits, and, therefore, pay 
less taxes. 

A company not in excess profits with earnings exactly the same as 
ours will pay about $16,000 less taxes than we do. I might also add 
that some of the giants of the industries are ge tting into excess profits 

vay up in the millions of dollars. On their first $76,000 of earnings 
they, too, will pay some $16,000 less than we will. It is this discrimina- 
{ to which I object. 

I don’t believe the American people realize that two companies earn- 
ing the same amount pay taxes that are so unequal. 

It would be much better, if the need is there, to let the excess-profits 
tax expire and raise the regular corporation tax to replace it. Then 

1] would pay alike. 

If my country needs the money for protection, I will gladly do my 

full part. I do feel that all should pay alike, and this injustice of 
the excess-profits tax be stopped at once. 

I will tell you a little story about a pickpocket, as an example of 
one who didn’t inspire confidence. A pic kpocket was passing a large 

atholiec church and, as he looked through the wide-open doors, pangs 
a remorse swept over him. So he went inside and marched up to 
the confessional, and there he told the good father that for many years 
he had stolen a great deal of money from the pockets of the people. 

The good father told him to stop stealing at once; to go to work, 
and pay back the money he had stolen. 

The pickpocket was much chagrined, and hurriedly replied that he 
couldn't afford to stop yet. He admitted he was wrong though, and 
would positively stop and sin no more on January 1, 1954. 

I don’t know the rest of the story, but I doubt if the good father 
had any faith in the man’s promise to stop picking poc kets at a later 
date. Likewise, I have no confidence in the promises of our Govern: 
ment to stop this unfair law at a later date. 

I saw President Eisenhower whom we all wish so much to admire, 
on TV and heard him interrupt Mr. Humphrey with the remark, 
“George, we all know this is a bad law (excess-profits tax), but we 
must have it for a while longer.” Mr. Humphrey replied “Yes; the 
law is inequitable, but—” and then he continued with his explanation 
of why it was needed. 

Well, Webster's dictionary gives the meaning of inequitable as 
“unjust.” I don’t believe the American people want an injustice con- 
tinued. And I thought the American democracy was established on 
liberty and justice to all. I was shocked that our President would 
ask for the continuance of a law admittedly not just. Long years 
ago I learned at my mother’s knee the difference between right and 
wrong. Among other things she told me to always be lionest, to be 
fair, to keep my promises. She told me that sometime the wrong way 
was more inviting; that it would seem to be more pleasant to do the 
wrong thing, but that I must not ever do it; I must keep to the straight 
path. She told me also that promises made were sometimes hard to 
keep; that it was very convenient to forget promises; but, if I had 
given a promise that someone was depending upon, I must always 
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keep it; I must do it right no matter whether it hurt or not matter 
how hard. It seems to me that during the recent campaign somebody 
promised us a reduction in taxes. It seems that they ought to live 
up to that promise. I was so disturbed that I did not sleep well that 
night. I got up during the night and walked up and down the back 
porch. The next morning I telephoned Mr. Reed. I spoke to one 
of his secretaries and asked permission to come up here. That is why 
I am here. 

I am shocked that our President would ask for a continuance of the 
law, admittedly not just. 

In closing, I will say that it is relatively unimportant what you 
do to me or my little company, but it is vital what you do to my 
country. 

If you vote for the continuance of an unjust law, then you know 
that it is unjust; you are helping to destroy America. You are 
throwing mud in the face of the Statute of Liberty. So, please don’t 
do this. 

Thank you. 

Mr. Jenkins, In your discussion you exemplified that old distinc- 
tive honesty that the Kentuckians brag so much about. You are a 
real Kentuckian in that respect. 

Mr. Ferrer. I think it is highly important to have justice in this 
country. The whole country is built on the idea of justice. I think 
it is more important to have justice than it is to relieve me of taxes. 
I thank you very much. 

Mr. Jenkins. Do you have any questions? 

Mr. Mason. Only this: that the administration is asking each mem- 
ber of this committee to go back on their promises and to extend an 
immoral, unjust tax because they need the money. Now, that is all. 
They are forgetting principle just for expediency. I, for one, will 
refuse to do it. 

Mr. Ferrer. I want to compliment your entire committee on your 
courage and honesty. I think the country is to be congratulated hav- 
ing a committee as honest and courageous as you people are. Thank 
you. 

Mr. Jenkins. Thank you very much, Mr. Fetter. 

The next witness is Mr. Roland M. Bixler. 


STATEMENT OF ROLAND M. BIXLER, PRESIDENT. J-B-T 
INSTRUMENT CO., NEW HAVEN, CONN. 


Mr. Brxier. Unfortunately, I wanted to give you a little demon- 
stration of the products we make, and I find you only have d. 
current in here. Our products work on a.c. Iam afraid I am going 
to have to show them to you. My name is Roland M. Bixler of New 
Haven, Conn. I am president of J-B-T Instruments, Inc., in New 
Haven. Our company manufactures electrical measuring instruments 
and electronic components. 

Two associates and I founded our company in 1939, with 2 employees 
and 2 small rooms. Today we employ about 125 men and women, 
of whom 95 are production people, utilizing 2 plants, which are located 
several blocks apart. 

One of the J-B-T specialties is the vibrating reed frequency meter, 
which is one of the things I want to show you, which measures fre- 
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quene les to an accuracy of three-tenths of 1 percent. The device looks 
like this: This is one of a great variety of products that we make. I 
am sorry I cannot show you how it works, because of the electrical 
limitations here. 

That illustrates the simplified American design. Although this 
type of device was developed in Germany almost 50 years ago, we 
feel that we have substantial production and technical advantages, 
especially in the small sizes and sealed types, which are used on motor 
generator sets and on military equipment. 

We also manufacture various types of electrical switches, among 
them the lever switches shown on this display panel. I have one of 
these samples with me, also. These are used for everything from 
erain-elevator prote ction devices to communic ating devi ices such as 
you have here, in your public-address system. 

We produce testers for servicemen to check ovens, refrigerators, 
and air-conditioning units. We operate a subsidiary which makes 
indicators for television rotators, for teaching servicemen, and many 
other such uses. 

Heretofore, we have financed ourselves completely. As a closely 
held corporation, we have plowed back earnings and let the stock- 
holders wait for their dividends. In fact, stockholders have had a 
complete famine for 6 years. We have plowed it all back. In 1951 
we did accept the use of about $42,000 worth of Government equip- 
ment, which is to be maintained at J-B-T expense of a 6-year period, 
to make critically short toggle switches of approved military quality. 
1 would like to show you a sample of those switches, also. It is a 
very simple device but it has 38 parts in it, actually. It is made to 
stand any sort of weather conditions, such as in the Arctic, and all 
the ramifications of such conditions. That $42,000 worth of Govern- 
ment equipme nt is to be used just to make those toggle switches. It 
is evident that they also will be useful in appliances and in electrical 
and electronic apparatus, once they are in substantial production this 
fall. Personally, I believe it is in the national interest to have this 
equipment placed with us rather than having the Government stock- 
pile large quantities of toggle switches; otherwise, they might turn 
out to be obsolete or to have deteriorated. 

So much for what we are, a ty vical American enterprise. It is 
my objective in this testimony to th r our company as a case example 
us to why the excess-profits tax is unfair. Why it cripples the growth 

hich will mean jobs and more Federal revenue in the future. ‘T have 
debated seriously whether to make this presentation at this time, be- 
cause 1 do advocate an honest budget and a stabilized dollar, but feel 
that the honest and democratic course is to point out how wrong the 
excess-profits tax is in actual experience. 

We protest excess-profits tax on these four grounds: 

1. Although producing more civilian goods, we face a stiffer tax 
today than during the all-out effort of World War II. Many of our 
products are essentially the same for military or for peacetime use, 
and it is difficult to segregate them. We estimate our present contract 
and subcontract work at roughly 40 percent of sales, so 60 percent is 
civilian. This is against 80 to 90 percent of sales to Government dur- 
ing World War II. Today we are subject to an 82 percent tax bracket, 
with an overall limitation of 70 percent of every dollar earned. None 
of the relief provisions quite fit our case; after a most disillusioning 
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Xperience in trying to set an average reconstructed base earnings in 
1944, we have not wasted more time in chasing the butterflies of relief. 

I might add parenthetically that that business of setting up an aver- 
age reconstructed base earning is the most disastrous fiasco I have been 
associated with. They told us to set up what we would have earned 
from 1936 to 1949. We analyzed that and they said we want to know 
what your competitors did. In our industry sales figures are not made 
public. We had to go around hat in hand to our competitors and say: 
“Will you send our accountant these facts.” AJl but one finally did so. 
We got the whole presentation together and Internal Revenue said 
that is a final cela of what your competitors did, but it will not 
prove what you could have earned. 

Now you will have to write to all of your customers and ask how 
much they would have bought from you in 1936 to 1939. A device like 
this frequency meter, the thing was only patented by us in 1942. We 
couldn't possibly get anybody to say how many he would have bought. 

Mr. Mason. In other words, the relief features are just simply im- 
possible, impractical, and cannot be depended upon. 

Mr. Brxier. You have stated it very succinctly, Mr. Mason. 

Mr. Jenkins. It takes more time and energy to make your exemp- 
tions than it does to make the profit. 

Mr. Brxier. We had our accountant work on this for relief for 2 
weeks, and he came up with nothing, and I said let’s not waste any 
more time on that end of it. 

During World War II, we were taxed 80 percent overall, but re- 
ceived a 10 percent credit in bonds, making our net 72 percent. 
Against that, we had a 2-year carryback for the postwar adjustment 
period, and had need for it. Now we have only a 1-year carryback. 
Admittedly, we now have a longer carryforward of losses, but are able 
to set aside practically nothing as reserve against which to aie up 
operations in event of changing markets. If you don’t operate in the 
next 5 years, you can’t use those carryforward provisions. Yet one of 
the cornerstones of our personnel policy is continuity of employment. 
We have only had 6 weeks of less than 40 hours of regular employ- 
ment in the past 10 years. We need reserves to maintain such a policy. 

We are willing to take losses occasionally to keep our organization 
together, but we cannot do it without reserves. 

The excess-profits tax throttles our effort to improve efficiency. 

We spread over three floors of adjoining buildings in plant No. 1 and 

the third floor of plant No. 2. We cannot afford to buy. Visitors 

often get lost in the labyrinth of corridors and small departments. 

We urgently need a unified efficient plant layout, and know where there 

is one available, but not how we can pay for it. Our direct costs for 

transportation and material handling are considerable, but the in- 

direct costs are too depressing to figure out. In addition, we know of 

new methods and a lot of modern machinery which could be adapted 

to our present and future production, but we cannot give the tax 

collector next March 15 part of a milling machine or some electronic 

calibating equipment. He wants cash, so we are having to make do 
with what we have. It is a pleasant hope that America is keeping 
ahead technologically, but how can we do so when we retain only 30 
percent of our earnings that are left after renegotiation, contract, re- 
determination, open bidding, and tough civilian competition ? 
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The excess-profits tax leads to wastefulness. Try as we will, 
there is the temptation of 18-cent dollars. We find a tendency to 
think unrealisti cally on costs, to spend money on fringe items. Inci- 
dentally, I am a charter member of the Young Presidents’ Organiza- 
tion, made up of individuals who have become the heads of their 
companies by the age of 38, and limited to companies of over 100 em- 
ployees or over $1 million annual sales volume. One of the witnesses 
this morning, Paul Dennison, happens to be a member of that organ- 
ization, also, and our national president, Lee Potter, will be down 
from Indianapolis for the hearing tomorrow. I am not authorized 
to speak officially for the YPO, but the newspapers reported that at 
this last national YPO meeting, that group agreed it was almost 
impossible to keep out wasteful expenditures which are to the benefit 
of neither the national economy nor the individual company in the 
long run. 

The excess-profits tax reduces initiative and stifles business ex- 
pansion. This is where it particularly hurts us. According to the New 
York Herald-Tribune, more than 70 percent of the young presidents 
I referred to reported in a national survey that the excess-profits tax 
cuts incentive and the possibilities of business expansion. Over 50 
spe ifie examples were given WI! here new companies were not started— 
or major expansion programs were not undertaken—or a company 
was actually permitted to contract in size. 

Our company, J—B-T Instruments, Ine 
on three major programs: 

|. Development of the toggle switch business. We want to be 
ally effective produe er in civilian markets, il nonny to change to 


all out production of military requirements overnight, at a 


dous waste. 


is trying to go forward 


tremen- 


2. Our frequency meters, sturdy as they are, are being retooled to 
provide for that ruggedness needed anywhere around the world. 
This will involve extensive tests, tooling, and new inventory, but we 
feel it is essential to maintain and Americanize reputation for prog- 
ress, with the technicians‘and scientists who depend on us. 

3. Our biggest effort is an entirely new civilian product. I do not 
have it with me. We do not wish to make any public announcement 
about it for competitive reasons, but we have a mechanism worked 
out which, properly financed, could give us a larger sales volume than 
all our present combined civilian and military production: Within 
18 months, we likely would be paying more regular taxes than we are 
now under the excess-profits tax, and would be glad of the opportunity 
to do so. This would not only hold our present jobs but would create 
from 50 to 100 percent more jobs than we now have. 

Somehow the general public has not understood the impact of the 
excess-profits tax as a tax on growth. I happen to be the chairman 
of Business-Industry-Education Day in New Haven, when the schools 
are closed and about 1.700 teachers visit the businesses and industries 
in our community. Those teachers, when they found that businesses 
of our size have tripled their production and still canriot add the 
buildings and equipment they need, even though they underpay, or 
forget the stockholders entirely, responded with amazement. Some- 
how, there is an impression that only the big companies are the only 
ones that pay the excess-profits tax. T am not here to ask for special 
favor for small or moderate-sized businesses. All we want is an econ- 
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omic climate in which to grow. We welcome the larger companies as 
our customers, our suppliers, and our competitors. But of those com 
panies which I know personally, the ones most pinched by excess- 
profits taxes are those which have less than 500 employees, often much 
less. 

Trends in our own company are shown by graphs on the attached 
sheet. If you will look at the last age that is attached to the state- 
ment, that has most of the facts, although I would like to show it to you 
on this board, if I may. 

(The graphs referred to follow :) 


J-B-T SALES 
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STATE AND FEDERAL TAXES 


1949 None 

195 1 ween t# 

1952 4 HEHE AYBRAHEIEEGHEHEEHE HE HE H HHH HF 
(Est.)1953 # FT CHEE EEA AMEE HEHE ABLE HE HAEHAAAE HEHE HAEHEHAEA HHA 


Note: Assumes Excess Profit Tax Continues to Dec. 31, 1953 


EARNINGS APTER TAXES (All Put Back intqo the Business) 


1949 Loss of $3,501 

1950 

1951 

1952 AEA AA MUA 
(Est. )1953 eee MA a 


Notes: 1. Assumes Excess Profit Tax Continues to Dec. 31, 1953 
2. Uses Same Dollar Value per Symbol as Chart Above. 


HOW J-B-T EARNINGS WERE USED IN 1952 


Credit to Customers *######eeee 
Dividenis to Owners none 
Renegotiation 2? 

Work in Process SHSRHSERR ERROR 


New Equipment enna e 
Req. For Federal Taxt*#*#####eeeeeeseeeseeeeeeeeeeeeeeeeeeeeeneeeeeeeeee sees 


Note: Certain Other Factors Are Omitted for Brevity 


Mr. Brxier. This is the chart on our sales starting in 1949, going to 
1952, and this is the estimate for 1952 on this chart. So we have 
increased almost 350 percent in sales. 

On taxes, our story has been this way: We started without taxes in 
1949 because we had a slight loss. We thought we had a profitable 
year, but after our accountant got through with all the adjustments 
we had had a slight loss. We paid no taxes in 1949. In 1950 the 
amount is shown here, 1951 is shown and in 1952, when we felt the full 
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impact of excess-profits tax, they went up to this point on the graph, 
ind we estimate they will be even higher f for this year. 

Our net income after taxes is next, and these are in terms of dollars, 
not percentages. We had a loss in 1949, and this earned amount in 
1950: 1951 was slightly more, and there was some increase in 1952. 
But I call to your attention the fact that this is the same scale as the 
taxes. You will remember the taxes were away up to this point, so we 
had, actually, very little left to grow on, and we believe our net will 
be down in 19535 evi n though our sales have increased and our taxes 
will increase still further. 

This next chart will show what happened to our earnings last year. 
In our credit to customers, of course, we did a larger volume and had 
to extend credit. The owners received zero in dividends. We do not 
know what we will be subject to in the way of renegotiation because 
they do not even have the rules established yet. Our working process, 
which was more materials, more work in process, amounted to this 
amount shown. We could only spend about $6,000 for new equip- 
ment, as shown here, but taxes came along and this shows the amount 
it took out of earnings. 

The result is that we do not feel we achieved a sound gcrowth last 
year even though we had the highest volume in the history of the 
company. 

As those figures have pointed out, in relationship to the need for 
working capital, we have been squeezed. We have seriously been 
counting on June 30 as the satisfactory date when we could get going, 
especially on that new major civilian item I mentioned. The real 
squeeze will come next June 30, because the Mills amendment will 
cause 45 percent of our taxes to be payable March 15 and 45 percent 
June 15, next year. So at the very time we should be spending more 
money for tools. e quipme nt, and wor kJ In proce ess to get rong, we are 
going to have to hold back on the basis of having insuflicient working 
capital. 

The management of a company such as ours faces these alternatives 
if the excess-profits tax is continued. 

First, we can sell out to someone with more capital. Is it sound 
national policy to make this a major alternative for growing companies 
which are trying to build progressive community and employee rela- 
tions? I doubt that it is. 

Second, we can hold tight and even possibly contract a bit, so that 
we can stay sufliciently liquid to pay our taxes. A lot of us are not 
built that way. The men and women in our outfit, be they supervisors, 
engineers, office or shop pene ‘le, have helped to build our business as a 
responsible community organization, and as a growing, living entity, 
which deserves the best we can put into it. We do not want to 
contract, but ex pand. 

Third, we can try to muddle along, juggling economic factors and 
hoping that our volume will continue uninterrupted, and that there 
will be no unexpected headaches to exploiting new products or 
revamping old ones. Would it not be far better for the well-being 
of our country to permit business like ours to shore up themselves 
ugainst crises so that they will be good potential taxpayers for years 
to come ¢ 

In conclusion, while I do not pose as an economic historian by any 
means, I feel that a strong case can be made for raising Federal 


1 
7 
i 
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revenues by lowering taxes, particularly the excess-profits tax. For 
example, as Chairman Reed has pointed out frequently, in the 1920's 
we were able to reduce the national debt substat tially by budget ry 
surplus every time there was a reduction in tax rates. The experience 
of other free nations could also be cited. 

Since the Treasury does not seem to know, perha s the comn c tee 
staff could present fioures to them show ing them how there could be 
more revenue, instead of less, by taking off the shackles. 

Thank you very much for your « ideration of r story and of 
the many who are in the same situation. 

Mr. Jenxins. You made a fine statement. [ ha : surprised 
in these hearings, an snow I" on agrees with 16. have 
been in this work for quit t whil \ iT have been thinking. iS every- 
body else, that I have not seen such a fine array of young people who 
have started their own business, and who have started with five, ten, 

r fifteen thousand and have com eared million dollars in business 

i the space of a ‘ew years. u ill of them are loaded down with 

» only thing that hamper ir yusIness, taxation. t is a great 

sliment to the young peopt ur country uu have been here 

heard the testimony of other young men. I a wonderfu 

col ip! ment, ¢ you, am | d of ) y, but { am not 
proud of this law. 

Mr. Brxter. Thank ye f 

Mr. Mason. I just want to 

young men who ha 


, to take on 


I y \ i: come } 

Only Vol al i ‘ reneral Motors today, 
fewer , han the t | ‘ars ago because 
ther things in their pré iction line. We have 


to de spe nd upol the se young, fast-crowl y organizi tions s ich as Yours. 


We are throttling them, stifling them, preventing th from growing 
by these iniquitous laws. I agree t! most of the testimony we have 
had in the last 10 days has been to the effect he if you take off 
these shackles you will get more dollars in corporation taxes, regular 
corporation taxes, than you can possibly get with this im quitous law. 
I agree with that. We did reduce taxes in 1945, about six to seven 
billion dollars. But as a net result of that reduction we took in more 
dollars in the Federal Treasury and had a balance on hand for the 
first time in about 16 years. I do not understand why our officials 
down in the Treasury cannot see those things and act upon them. 
That is all. 

Mr. Jenxtns. Any questions, Mr. Sadlak ? 

Mr. Saptax. Mr. Chairman, I was somewhat delayed by some 
other constituents, and I could not get here to hear Mr. Bixler from 
the outset. 

Mr. Mason. He made a wonderful presentation. 

Mr. Saptax. I was hoping he would, but I also desired to be here 
when he made that presentation. I wanted to say, Mr. Chairman, 
that I am in thorough agreement with what Mr. Mason had said to 
Mr. Bixler before I asked to inquire. History indicates and shows 
to us very clearly when we have taken taxes off, invariably more money 
came into the United States Treasury. 

Mr. Jenkins. Very well, Mr. Bixler, thank you very much for your 
appear ance, 


The next witness will be Mr. Blakely Wilson, Plainville, Conn. 
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TESTIMONY OF BLAKELY WILSON, VICE PRESIDENT, PLAINVILLE 
ELECTRO PLATING CO., PLAINVILLE, CONN. 


Mr. Witson. Mr. Chairman and gentlemen, my name is Blakely 
Wilson and I reside in Bristol, Conn. I am vice president and general 
manager of the Plainville Electro Plating Co. I deem it an honor 
and a privilige to appear before this House committee and I ap- 
preciate the opportunity given me to express my views on the excess- 
profits tax. 

The Plainville Electro Plating Co. was founded in 1920 and is lo 
cated in Plainville, Conn., where it has maintained its physical exist 
ence to the present time. It was incorporated as a job metal finishing 
shop and from a very meager beginning has experienced a steady 
and constant growth. In the 33 years that have passed since the 
company was founded with an employment of 3 men, the company 
payroll has now grown to approximately 50. It is interesting to point 
out that the employment structure consists of 3, including myself, in 
the position of management, 3 employed in a clerical capacity, and 44 
employed in production. 

Plainville is located in the heart of industrial Connecticut. It is 
an ideal location for a company such as ours. There are many custo- 
mers within the immediate vicinity which condition has been most 
advantageous to the growth of the company. It also has had its dis- 
advantages from a selfish standpoint; in that, it is an attractive 
area for competition. The competition is of two types: 

Job shops comparable to our company, some a bit larger and some 
smaller; and 

The extremely large concerns which maintain and operate their 
own plating rooms. 

The physical location and the nature of the competition have cre- 
ated a situation where success can only be achieved with peak efficiency. 
In operating a plant such as the Plainville Electro Plating Co., I 
have had an opportunity to learn that top efficiency requires good 
management, excellent production employees, and last but not least, 
the most modern equipment. 

I might further point out that the field in which we are working is 
substantially a field of chemistry, a field that is rapidly changing and 
expanding. Not only do we in the metal-finishing field have to im- 
prove continually our processes but also we have to improve and add 
to our facilities in order to plate the newer types of metals which are 
constantly being developed. We welcome these changes in new fields, 
but they all require additions to physical facilities which include 
new machines and greater space. 

I have pointed out the general growth of the Plainville Electro 
Plating Co. and have also very briefly indicated the growth and de- 
velopment in the field in which we work. I think it is important to 
tell you that in the past 10 years, a period which would include the war 
years, our sales have increased 310 percent. During the.same period 
our gross profits have increased 520 percent, but our net profits have 
only increased 195 percent. 

It is an elemental fact that capital to purchase and to replace equip- 
ment which has become obsolete or outmoded must come from one 
of two sources: 
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!. It must come from new capital; that is, money invested from 
outside sources; or 

2. It must come from surplus created from profit. Since it is prac 
tically impossible for a small company such as ours to obtain capital 
from outside sources our only alternative is retained profits. It has 
been most difficult for us to create a surplus from which the physical 
facilities could be increased or improved under our present tax laws. 
Within the last few years we have been unsuccessful in an attempt to 
hold several of our best accounts because we lacked sufficient working 
capital to purchase the more modern type of equipment which would 
enable us to compete successfully with these substantially larger con- 
cerns which could afford to buy more efficient equipment than ours. 

The problem of the Plainville Electro Plating Co. is not unique. 
Our story could be told and retold by thousands in these United 
States who occupy the same position as we. The small corporations 
are all in the same difficult position in that we experience greater 
fluctuations in economic cycles than do larger corporations. We are 
apt to make a higher percentage of gross profit during good times, 
but usually suffer more during periods of poor business. Over a 
number of years our average gross profit would be on a par with large 
corporations percentagewise. However, since tax rates are usually 
higher in good times our overall net profit picture suffers. 

Economic cycles will continue so long as the world exists and sound 
economic policy in any company requires that certain sums be put 
aside for the lean years. Without this reserve how can a company 
maintain its skilled employees during a period where a loss is ex- 
perienced from operation? Under the present arrangement, our 
company, and I believe a majority of all the small corporations in the 
United States, lack a reserve to provide for this period. If we are 
not permitted to retain our profits from the good years which we are 
experiencing now, we certainly will not be able to build the necessary 
reserve from the lean years. 

Over the past 33 years, many have been lean years, lean in the 
sense that the capital demands on the company, due to growth, were 
heavy. By economic necessity the company was forced “to make do.” 
[ pointed out earlier that our location was ideal; however, our plant 
is not. A casual inspection would immediately indicate to the most 
inexperienced persons that additions were put up from time to time 
with the result that our buildings, like Topsy, “just growed.” At the 
present time we lack space.. We do not have ‘adequ: ite office facilities 
nor the most modern plating plant equipment, to obtain the greatest 
efficiency with which to meet competition. Our physical layout in the 
production department, due to the method of growth, is inefficient. 
As an example, we have five different sections where work can be picked 
up and delivered. This not only causes confusion for trucks but neces- 
sitates us having a man doing practically nothing but moving work 
to proper locations in the plant. Production, to reach peak efficiency, 
must have a proper layout. In short, it is a must that capital outlay 
must be made to provide the proper plant in which efficient production 
can be carried out to meet or beat our competitors. The need for new 
equipment and buildings is a constant demand and the cost of this 
equipment for a small company is staggering. For e: xample, a fully 
automatic plating machine costs in the neighborhood of $20,000, a 
new office $15,000, and a new factory ad lition $30,000. How, may I 
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ask, can We possi ibly afford these types of improvements when the 
present tax law takes 82 percent of our earnings above the exemption 
allowed ? 

I am concerned, gentlemen, with the continuance of the excess-profits 
tax because it hurts our business. Not only does it tend to impede our 
progress, but also this tax tends to hurt our employees. The future 
of our employees and their fo rty-some odd families 1s ¢ ‘reatly depend- 
ent upon our continuing success so that excess- profits tax hurts them 
as much as it does us 

We cannot provide or obtain the equipment and the methods or 
stint a which I have outlined unless we are permitted to retain 

uur fair share of the earnings which all of us at the Plainville Electro 
P lating Co. have worked so hard to get. If we cannot keep our earn- 
ings it is certain we cannot grow and without growth there is no 
success. We are concerned that if we are not permitted to keep our 
earnings, we cannot create a surplus which must be created and spent 
to maintain our present position. If companies like our own are denied 
the opportunity for further growth by this excess-profits tax, then the 
best hope for young men like myself and growing companies 1S 
finished. 
Mr. ( ‘hairn an. ] hi pe your committee will let this eXCess profits 
tax die. Thank you. 

Mr. Jenkins. Very well. Your last sentence there is like a prayer. 
It is too bad there are oni) three of us here. l think we coul a guar- 

ntee you a hundred percent support as far as we are cone erned. You 
re another young man, as Mr. Mason says, who deserves a lot of credit. 
J certainly do he pe you ‘hi ave as foo | luck as you dese1 

Mr. Sap . Mr. Chairman, may Taska question ? 

Mr. Wilson, is this the fir time you ever appeared before a con- 
eressional committee 

Mr. Wixson,. It surely is. 

Mr. Saptak. I know how much work you have put into this very fine 
tatement, and I know also how anxious ly you awaite d this opportunity 
to speak to the great Ways and Means Committee. I want to con- 
oratulate you on the very fine presentation you made here. As our 
chairman just expressed it, I think with the members who are here you 
have a hundred oer support, and I am glad to join in that. 

Mr. Wuson. Thank you, Mr. Sadlak. 

Mr. Jenkins. Has Mr. Hoffman come into the room, representing 
the Chain-Link Fence Corp. of Chicago? We have his statement 
which will be made a part of the record at this point. 

(The material referred to follows:) 


ve. 


4, 


CHAIN-LINK FENCE CoRP., 
Chicago, IU., June 10, 1958. 
Hon. DANtret A. REED, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


My Drar Sir: Per my telegram and letter of June 5 it was my intention, as a 
very small manufacturer, to add my voice of protest against continuation of the 
excess profits tax. 

Today I received Mr. Gordon Grand, Jr.’s letter stating I am scheduled to 
appear tomorrow, the 11th, or, if not satisfactory, on Saturday morning, the 13th. 
Important private events require my presence here and I cannot therefore come. 
I have already telephoned Mr. Gordon Grand and I am therefore content to write 
my views. What I have to say undoubtedly portrays the situation wherein thou- 
sands of the really little concerns like our own find themselves engulfed. 
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1. We are a small Illinois closed family eorporation, all working and after 40 
years of effort still manfully working and striving to keep going. 
2. The above named “important private events” are that I must 
somehow remain here to arrange a loan of cash for the payment of income tax on 
June 15. According to the law the internal revenue collector must be paid in 
cash on that date. I am well aware that his duties do not normally permit him 
to grant time extensions for tax payments. 

3. Ironically, however, our immediate financial problem occurs at a time when 
we are awaiting payments on work we are elgaged in 
ment, which is in this case both debtor and creditor. We are not, however, 
entitled to stipulate a definite date when we must be paid. 

4. Our bank has frequently called attention to our small net profit after taxes 
and our lack of adequate working capital. Also they remind me that since Janu 
ary we have been using the Government’s money which we have reserved for 


somewhere, 


or agencies of the Govern 


taxes. This is too true. 
5. Exactly here is where the excess profits tax hurts us and many 
How can we set aside anything for a firmer and sounder economic base? How can 


like us 


little companies even survive? 

6. In all our years of operation we have never been able to set aside funds for 
the payment of any dividend. Likewise the responsible heads have within all 
this time drawn salaries only at a level, or even lower than, their respective quali 
fications would readily entitle them to elsewhere. 

7. The many thousands of venturesome Americans who have created from 
small beginnings the great commercial Nation we are today should not be left 
struggling for existence. It would of certainty be a great help to the really little 
corporations if they did not have to pay out EPT. To these little fellows, their 
earnings thus saved would mean much; to the giant corporations it would make 
relatively far less difference one way or other. 

8. As really little, I beg to present ourselves. We have 40 factory workers, 
10 sales and administrative, and from 10 to 30 transient or journeymen em- 
ployees. 

9. I compare this to what are recognized by the Government as small plants— 
those with 500 people or less. Here lies a very tremendous difference—an un 
warranted gap. A 500-man organization can and often does a 20 to 50 million 
dollar business, whereas one like ours must really work to reach a million 

10. This gap, and the basis of taxation in these two types of small businesses 
is in my opinion not equitable and I have consistently argued so. The EPT as 
now administered makes it almost impossible to operate upon a sound basis, 
makes them a doubtful credit risk, all of which is not conducive to a safe national 
economy. 

11. To the little manufacturer's difficulties above add the fact that his essential 
borrowings from banks are circumscribed. He has to pay more interest. Big 
borrowers are sought after by the banker and are generally able to get larger 
loans than they may require. The little fellow by contrast has to bare his soul 
quite nakedly to obtain a portion of what he really needs—and sometimes needs 
most urgently. 

12. I heartily commend Chairman Reed's sustained fight on the issue in ques- 
tion. I feel convinced, if there is a genuine will on the part of government, it 
ean, by another round of minor cuts and elimination of unwanted and useless 
expenditures—the mention of which is quite numerous and unnecessary to 
recite here, since they are too well known to the sponsoring legislators—without 
too much trouble save the amount of revenue which will be caused by the almost 
universally hoped for demise of EPT. 

13. When government, like people, learns to live within income, then and only 
then will it gain growing popularity. When emergency needs it the American 
citizen has ever been generous. When my family is called upon to tighten its 
belt, it can and will, like millions of American families, do so. In heaven's name, 
the Government should not merely lead in this example but exhort all thereunto 


Respectfully, 
Max G. J. HorrMann, Treasurer. 


Mr. Jenkins. We will adjourn until 10 o’clock tomorrow morning. 
(Whereupon, at 2: 15 p. m., the committee was recessed, to reconvene 
at 10 a. m., Friday, June 12, 1953.) 
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FRIDAY, JUNE 12, 1953 


House or Representatives, 
CoMMITTEE ON Ways AnD MEaNs, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m. in the Ways and 
Means hearing room, Hon. Thomas M. Jenkins, presiding. 

Mr. Jenkins. The committee is in session. 

Mr. Reed, the chairman, is away today, so we have to get along the 
best we can. 

First on the witness list today is Mr. John B. Poole, representing 
the Television Broadcasters’ Tax Committee, Detroit, Mich, You 
may give your name and your representation to the reporter, sir. 


STATEMENT OF JOHN B. POOLE, COUNSEL FOR TELEVISION BROAD- 
CASTERS’ TAX COMMITTEE, DETROIT, MICH. 


Mr. Poote. Mr. Chairman and members of the committee, my name 
is John B. Poole. Iam a practicing lawyer in Detroit, Mich., and a 


stockholder and director of Storer Broadcasting Co. Our Seneene is 


the owner and licensee of four television broadcasting stations located 
at Detroit, Mich.; Toledo, Ohio; Atlanta, Ga.; and San Antonio, Tex, 
it is the owner and licensee also of 7 radio broade asting stations located 
at the first 3-named cities and at Wheeling, W. Va.; Miami, Fla.; Cin- 
cinnati, Ohio; and Fairmont, W. Va. 

My appearance before the Committee on Ways and Means is as a 
member and spokesman for the Television Broadcasters’ Tax Com- 
mittee, a group organized by and representative of the television 
broadcasting industry throughout the United States, 

This committee and its membership are firmly op bese to extension 
of the excess-profits tax for any period be yond July 1, 1953. It is a 
bad tax and has been so characterized by Treasury Si retary Hum- 
phrey. In application, it has penalized the growth and development 
of new and small business enterprise, and for them it has caused the tax 
ceiling of 70 percent to become the effective tax rate. It has distorted 
the competitive relationship between members of the same industry. 
It has placed a premium upon base period experience and has penalized 
present ability to compete. It has served to arrest and impair the 
free exercise of normal competitive forces. It has been condemned 
by President Eisenhower himself as inequitable. 

No industry can better attest this statement than eur own. In the 
first instance, application of the excess-profits tax to the television 
broadcasting industry seriously threatened its continuing existence 
and development. Television broadcasting was pioneered “and devel- 
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ie base period years of 1946-49 primarily by radio 

Losses incurred by this pioneer effort in television sub- 
stantially depressed the normal earnings derived by these companies 
from radio. In 1949, television losses actually exceeded the earnings 
derived from radio | \ those companies engaged in both activities. 

The industry rate of return proclaimed by the Secretary afforded 
no basis of relief as an alternative method of computing our excess- 
profits credit, even if requisite qualification existed, because the rate 
of return was depressed by and reflected our television loss experience. 
ce this reason, the « i@inal excess profits credit font most of us was 
ibout 50 percent of our normal radio income without allowance of 
any credit for our investment in television. 

So critical was our situation that a special relief amendment was 
included in the Revenue Act of 1951, being Internal Revenue Code, 
section 459 (d). Under this relief amendment, those of us who had 
engaged in television broadcasting prior to aay 1, 1951, were 
permitted to reconstruct our base-period experience by eliminating 
the impact of television losses upon our radio or other businesses. 

Section 459 (d) permits us to compute our average base-period net 
income for radio under section 435 (d) and by segregating and allo- 
cating assets between our television business, our radio business, and 
any other business to compute the rate of return for our radio busi- 
ness. A constructive average base-period net income for television 
is provided by y multip lving the dollar amount of television assets on 
hand at the sail of the base period by the rate of return computed 
for our radio business. ‘The amount of this constructive income for 
television is then added to the average base-period net income for radio 
and other business, and the combined total is used to compute our 
excess-profits credit. This relief formula, if reasonably applied, is 
eminently fair, and the gratitude of our industry since passage of the 
1951 act has been unlimited. 

Under regulations proposed and promulgated by the Bureau of 
Internal Revenue, it now appears, however, that the relief to be 
accorded us will fall far short of that which we had anticipated and 
which we believe was clearly intended by the Congress. To explain 
our problem, I must tell you something of the mechanics for apply- 
ing section 459 (d). The rate of return developed for our radio or 
other business is computed by dividing radio income by the dollar 
amount of radio assets. 

The larger the amount of radio assets the smaller will be the rate 
of return which is ultimately applied to the dollar amount of tele- 
vision assets on hand at the end of the base period. In almost all 
cases radiobroadcasters had accumulated earnings and profits in 
anticipation of and reserved for the purpose of entering television. 
We assumed, of course, that such reserves would be regarded as clearly 
attributable to television and eliminated from the radio-asset column 
for purposes of computing the radio rate of return. 

On December 15, 1952, over a year after passage of the act, pro- 
posed regulations for application of section 459 (d) were published 
in the Federal Register. Final regulations have not’ even yet been 
issued. Under the proposed regulations, the Commission holds essen- 
tially that all assets on hand prior to the time television broadcasts 
began, arising out of accumulations of earnings, are attributable to 
the radio or other business. 
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This means that the assets actually employed to undertake television 
operations, and clearly identifiable as such, must be counted as radio 
assets for purposes of developing the radio rate of return. To add 
insult to injury, when these assets—essentially cash or its equivalent 
are actually converted to television use, there must also be a corre- 
sponding percentage decrease in the average base-period net income 
of the radio or other business on the theory that these assets had pre- 
viously been employed to produce radio or other business income. 

We regard this concept as wholly unreasonable and unrealistic. It 
cuts down the relief to which we are entitled by at least 50 percent and 
will leave most of us in critical financial condition. The anomaly of 
the whole situation is this: 

The prodigal radio broadcaster who failed to accumulate earnings 
and profits and was therefore forced to resort to equity financing or 
bank loans to finance television operations will have an excess-profits 
credit very substantially larger than this provident competitior whose 
income and physical facilities are identical, but who financed his tele- 
vision business with retained earnings. The use of either equity or 
borrowed capital to finance television operations is, of course, the 
exception, and had it not been for the retained earnings of the radio 
broadcasters, television broadcasting throughout the country would be 
far from its present state of development. 

We gain the impression from our conferences with the Bureau of 
Internal Revenue that administrative difficulties in applying section 
159 (d) compel the construction advanced in the proposed regulations. 
We cannot agree with such construction and submit that no such re- 
sult was contemplated or intended by the Congress. It is our hope 
that the final regulations, yet to be issued, will abandon this construc- 
tion. If this is not the case, it is respectfully submitted that the Con- 
gress should clarify existing law by an amendment to section 459 
(d) (5) of the code, reading substantially as follows: 

For the purpose of this subsection, money, securities, and other funds shall not 
be regarded as attributable to a business other than television broadcasting 
merely because they are attributable to accumulations of earnings and profits of 
such other business, but, whether or not segregated from other assets and whether 
or not the taxpayer is yet actively engaged in the business of television broad- 
casting, shall be regarded as attributable to the business of television broad 
casting if held or intended for use in such business, 

Mr. Mason. Would you mind being interrupted right there? 

Mr. Poorer. I would be very happy to. 

Mr. Mason. Congress is tired of trying to clarify the laws, because 
downtown they put any interpretation they want to, and in this law 
we meant exactly what you started out saying. But their regulations 
just nullify the whole thing. 

Mr. Poot. That is precisely our position and why we are here. 

Mr. Mason. For that reason, we say the only way to get rid of this 
rotten apple is to throw it in the serap. 

Mr. Poots. That is our industry’s position precisely. We are here 
not only to condemn the act and present our position as being firmly 
opposed to any extension of the act, but we must come back again, 
after having received a relief amendment, to ask for clarification so 
we can apply if for the relief that this Congress, I am sure, intended 
to give us. 

Mr. Mason. Thank you, sir. I am sorry to have interrupted you. 

Mr. Poorr. I am very happy to be interrupted at any time. 


85078—53——-41 
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It should be noted that section 459 (d) is an equitable relief provi- 
sion, and in no sense provides an exemption to the television broad- 
casting business from excess-profits tax, and if this provision is to give 
consistent relief to the individual members of this industry it must 
be construed or amended as indicated. 

We have still another critical problem under 459 (d) ; an inequity of 
major importance to certain television broadcasters. The problem is 
technical and is somewhat difficult toexplain. As you are aware, when 
merger, consolidation, or similar transactions occur, a new or consoli- 
dated excess-profits credit may be computed for the acquiring or re- 
sultant corporation. Provisions of the Excess Profits Tax Act relating 
to such transactions are set forth in part I] of the act. 

To anticipate the problems of merger, and so forth, paragraph (6) 
of section 459 (d) provides that the Secretary shall prescrioe regula- 
tions for the application of part II covering transactions of this sort 
which occurred prior to January 1, 1951. The Bureau has construed 
the presence of the January 1, 1951, date as precluding the joint appli- 
cation of part Il and section 459 (d) to cases where a merger, consoli- 
dation, or other reorganization has taken place there: after. 

Final regulations on this subject were promulgated last week, on 
June 4, 1953. Under these regulations an acquiring corporation en- 
titled to compute its credit under 459 (d) which becomes a party to 

part II transaction after January 1, 1951, must compute its credit 
under 459 (d) or under part I1, but not both. This means it cannot 
use a 459 (d) credit and also inherit from a component corporation 
the credit to which the component was entitled. Conversely, when a 
corporation entitled to 459 (d) relief is a component corporation its 
credit cannot be inherited by the acquiring corporation. 

Avoiding further technical complexities in the application of 459 
(d), the result is this: If two radio-television corporations, each of 
which is entitled to compute its credit under 459 (d), should merge 
or consolidate after January 1, 1951, as some of them did, only the 
credit of the acquiring corporation would exist and be preserved. 
The credit of the component corporation would be extinguished and 
eliminated. Thus, in the case of two television companies, each having 
identical credits, only one-half of the combined credit is available after 
merger or consolidation. We cannot conceive how a result so unrea- 
sonable and illogical could have been intended by the Congress under 
$59 (d). 

Here, also, our only relief would appear to be by clarifying amend- 
ment. To this end, we have prepared an amendment to subsection (6) 


of section 459 (d) to clarify this point. The proposed amendment 
reads as follows: 


(6) APPLICATION OF PART I1.—The Secretary shall prescribe regulations for the 
application of part II for the purpose of this subsection in the case of an acquir- 
ing corporation or a component corporation in a transaction described in sec- 
tion 461 (a). Where such transaction occurred after December 31, 1950, the 
computation required by section 462 (b) shall be made without reference to 
income, deductions, losses, or other items attributable to the television broad- 
casting business, and to the average base period net income so determined shall 
be added the amount previously computed under paragraph (2) (B) of this 
subsection in the case of any party to such transaction. 


This, in summary, is the history of our experience as an industry 


under the excess-profits-tax law. We most earnestly request your con- 
sideration for adoption of these proposed clarifying amendments with 
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retroactive effect, whether or not the excess-profits tax expires on July 
1, 1953. Without amendatory relief, the television industry will be 
most grievously penalized, notwithstanding the clear intent of the Con- 
gress to accord equality of treatment as between members of our own 
industry, and also to place us in a position of parity with all other 
business groups through the enactment of section 459 (d). 

No doubt some of the inequities visited upon us under the excess- 
profits tax have their counterpart in other industries. In any event, 
our own experience compels our conviction and view as an industry 
that no justification can exist for extension of the tax for any per iod 
beyond July 1, 1953. 

Mr. Jenkins. Are there any questions? 

We thank you very much, sir. I might state that with reference 
to your last proposed amendment in your statement here, if you have 
any idea that you want us to take some action on that, I will say that 
that is a little out of our sphere. 

You probably had better see your own Congressman and have him 
introduce a bill embodying this amendment. 

Mr. Pootr. I understand, sir. You wanted to have this before you 
as embodying our views as to what may be necessary. We will do 
everything we can to carry it out. 

Mr. Jenkins. I see Representative Clardy is here. 

We are very glad to have you with us, sir, and you may proceed 
with whatever statement you wish to make. 


STATEMENT OF HON. KIT CLARDY, A REPRESENTATIVE TO 
CONGRESS FROM THE STATE OF MICHIGAN 


Mr. Ciarpy. I shall only take a very few moments because I have 
a bill of my own before another committee that I must appear on very 
shortly. 

Furthermore, I think that from what I have observed and from 
what I have read, that everything has been said on this bill that could 
possibly be said. I would just want to add the weight of my own 
opposition, if I have any weight, to that of those who have appeared 
before this committee and make a few remarks to explain why that 
iS SO. 

Ever since the first enactment of the Excess-Profits Tax Act, I have 
been a consistent opponent of it because I know it was conceived in 
the minds of Marxists and that it had no justification whatever in our 
form of economy. I realize that it struck at the very heart—the very 
route of our system—because it skins off the money that would be 
required to create new jobs, and so I have been campaigning long 
before I ran for Congress against this kind of an enactment. 

To me, when a thing is wrong in principle, I cannot be for it under 
any circumstance, at any time, ‘and I have not ch anged my mind one 
whit over the years. 

Reading all of the argumens that are made on the other side by 
men of good faith—men who believe earnestly, I am sure, in what 
they say—I am minded that their arguments boil down to two points. 
One is purely political : That it would be bad judgment on the part of 
any Member of this Congress to vote against the proposed extension 
for fear he might not come back to Congress unless simult: aneously 
you extend re slief to the little t: ixpayers. 
















636 EXCESS PROFITS TAX EXTENSION 





This, incidentally, in my humble opinion, lying at the die, will take 
care of the little taxpayers. But that neaeiitieie will leave me utterly 


cold because it has nothing to do with the principle whatever. 

Furthermore, it seems to me that if we are going to be guided in our 
judgment as to what we are going to do with anything down here that 
way, then we are just promoting the division of ourselves into classes ; 
we are promo sine the things that the Socialists and the Marxists; 
and I am mindful, because | have just come from somework with my 
Un-American Activities Committee, of the fact that that is the line the 
pinks and the Reds always take. 

So I made up my mind long ago that since it was bad in theory, 
in principle, and application, | would do everything in my power to 
kill it when I came down here. 

This will probably come as a surprise to you, but my mail is at 
least 100 or 200 to 1 in favor of allowing it to die, and the only 
letters 1 get asking me to permit it to be continued use the political 
argument, that it may be bad judgment on my part and that I 
may not come back to Congress if I vote against it. That will be 
just too bad; if I do not come back, I will be h: appier, and I will make 
more money, and I can at least live with my conscience. 

That is about all I have to say. I think all arguments made on 
both sides have probably bored you to tears, but I hope and pray 
earnestly that you will accept realities and understand that if this 
is extended with the knowledge, on both sides of the fence, that it 
is a bad piece of legislation that should never have been adopted, and 
if you in your consciences can find it possible to say that and at the 
same time say that you are going to extend it, then I just cannot 
understand and fathom how your minds work, because mine does not 
work that way. 

Mr. Mason. Mr. Chairman. 

Mr. Jenkins. Mr. Mason. 

Mr. Mason. I just want to say this, sir: You are a man after my 
own heart, and I agree 100 percent. I cannot see how anyone, any 
Member of Congress, should vote for expediency as against prince iple. 

Mr. Crarpy. I am glad you said that, Mr. Mason, ‘because it seems 
to me that if our form of government is to ever succeed, every Mem- 
ber of Congress has got to act on that theory, and if we want to bring 
our own house down about our ears, it will be to act on the theory 
that it is politically expedient to do something and therefore it 
should be done. I cannot agree with that. 

Mr. Jenxrns. I think you and Mr. Mason both have made your- 
selves clear. 

Next is Mr. Brian Mead, representing the Marlin-Rockwell Corp., 
of Jamestown, N. Y. 

Mr. Mead, you may proceed. 


STATEMENT OF BRIAN MEAD, SECRETARY-TREASURER AND 
DIRECTOR, MARLIN-ROCKWELL CORP., JAMESTOWN, N. Y. 








Mr. Meap. I am Brian Mead, the secretary and treasurer of the 
Marlin-Rockwell Corp., of Jamestown, N. Y. 

The proponents of extension of the excess-profits tax have ad- 
vanced points that fall into two main categories : 
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The Government cannot afford the loss of the estimated $800 
million revenue. 

The inequity of reducing a tax falling on corporations in ad 
vance of lowering the tax burden on individuals. 

If there exists the will to do so, solutions can be found. 

With respect to the loss of revenue, on June 1, Assistant Budget 
Director Rowland R. Hughes stated to this committee that— 

* * the original budget for fiscal year 1954 estimated a carryover of $81 
billion of current authorizations to spend funds “for which the cash must be 
obtained from revenues or borrowings in future years.”” This enormous sum, 
which is wholly in addition to the figures in the current year’s budget, is in 
part already under contract or commitment, mostly for the delivery of defense 
materials and supplies. Some of these commitments have already resulted 
in the provision of plants and machinery and the accumulation and working 
up of materials so that cancellation and unwinding of the operation, even where 
the Defense Department would find it desirable, would not be a feasible or 
practical operation, 

In spite of whatever commitments have been made and the under 
standable difficulties in cancellations and reversal of these projected 
expt nditures, it is not unreasonable to believe that 1 percent could 
be successfully elminated without affecting our security. One might 
even hope for savings up to 10 percent if everyone concerned really 
became sold on the idea. 

The 1 percent alone would be $810 million and amount to $10 mil 
lion more than the revenue estimated from excess-profit tax extension. 
Surely competent procurement negotiations would result in saving 
the equivalent of 1 percent cash discount. 

As Mr. Mason mentioned, the regulations of staff publications and 
other publications of bureaus advocate the will of Co ngress not only 

respect to negotiations, but in taxes as well. In 1948, we made a 

i the “as per” regulations which took away the tax dis eed 5 

Th his revenue Is not all lost in any event. Corporations could, and 
in many cases, would pay increased dividends with taxes assessed upon 
individual recipients at rates that start at 22.2 percent and pea rik at 
2 percent. Corporations normally pay a minimum of 70 percent of 
net earnings to avoid application of section 102 of the Internal Rev- 
enue Code. This would mean a distribution of $560 million to in- 
dividual shareholders. Assuming an effective personal income tax 
rate average of 50 percent, there would be generated $280 million of 
tax to offset the loss from excess-profits tax. 

Our first point is that we are not strangers to the excess-profits tax 
because our Federal tax returns for years of 1950, 1951, and 1952 
showed payments there for which amounted to $1,900.277.60, and we 
have paid that amount to Bureau of Internal Revenue at Buffalo, N. Y. 

In addition we are facing, what we hope will be our last payment, 
an amount of $800,000 for fiscal year ending June 30, 1953, which will 
make our total tax approximately $2,700,000 under current act. 

That is a staggering sum of money for a small company like ours. 

Furthermore, it was a Pyrrhic victory for the Treasury Depart- 
ment, because while it was enriched by $2,700, 000 it actually lost. a con- 
siderable part of that amount by reason of lost personal income taxes. 

Here is why. 

We were forced to pass our extra dividend in December 1951 when 
excess-profits tax overwhelmed us. ‘That divided amounted to $1,40,- 
000. We omitted it again in 1952 for same reason. Had we paid 





638 EXCESS PROFITS TAX EXTENSION 


both dividends our stockholders would in turn have paid personal in- 
come taxes on $2,680,000. Lowest personal bracket was 20 percen. 
which would have meant a minimum of $536,000. Assuming an aver- 
age of 30 percent, our stockholders would have paid $804,000; at 40 
percent, $1,072,000; and at 50 percent, $1,340,000 in personal income 
taxes. 

Therefore, our gross tax of $2,700,000 should be regarded as $2,144,- 
000 or $1,960,000 or $1,608,000 or $1,340,000, depending upon choice 
of average personal income tax bracket. 

We felt from inception of Excess Profits Tax Act that our divided 
record was threatened, and when we omitted extra in December 1951, 
our stock plunged 20 points. It had been selling at a 10 times price— 
earnings ratio, so 20-point loss was understandable, even loa pain- 
ful toa lot of ordinary people, our 5,800 stockholders. 

The second point has been covered in a bill presented at the opening 
of this Congress known as H. R. 1 which would put into effect reduc- 
tions in individual income taxes coincident with excess-profits taxes 
expiration on June 30, 1953. This bill would not only give relief to 
an overburdened populace but would give the same impetus to indi- 
vidual enterprise that excess-profits taxes relief will give business 
enterprise. 

This loss of revenue could be partially offset by savings in defense 
commitments above the 1 percent mentioned prevously and the 
greater tax on personal incomes from larger dividend distributions. 

There are other economies that would contribute significant savings 
that appear to be feasible. We have instituted the Defense Depart- 
ment as a single unit. Such consolidation is not evident to many de- 
fense contractors. In our case, inspectors, auditors, security men, 
quality control, tool control, process control, production control, 
packaging, and others from major defense branches come from far 
and wide to harass and confuse us. Personnel from different districts 
representing the same service have different ideas and instructions. 
Each service buying the same item has different specifications for 
packaging, greasing, and processing. 

We have in residence 4 inspectors from 2 services. This group is 
technically competent. They render a good service in process and 
quality control and source inspection helpful to both us and the Gov- 
ernment. But one inspector in charge with no more and possibly less 
help could handle all inspection and expediting functions for all 
branches of the services and eliminate time and travel costs for itin- 
erant inspectors and others. 

Seventy percent of our business, the commercial portion, is done 
without any resident or source inspection. Standardization of all 
services on specifications for common items would save money for 
both the Government and contractors. The amount is unknown but 
with a significant multiplicand represented by the number of con- 
tractors and a multiplier of the amount of saving a material economy 
can be achieved. , 

Our next subject concerns renegotiation. We are defense contrac- 
tors. Currently, 30 percent of our output is for defense purposes. 
Our renegotiation proceedings for years 1949 and 1950 have been com- 
pleted and our proceedings for 1951 and 1952 are in process. We were 
required to refund approximately $10 million during World War II 
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years. We know the renegotiation process intimately, and we are 
using that knewledge to prepare figures contained herein. 

Our point is that estimated refunds for 1953 and 1954 shown on 
page 269 of the budget of the United States Government for the fiscal 
year ending June 30, 1954. House Document 16, 83d Congress, Ist 
session probably understated amounts of such refunds when it showed 
them as: 

1952 enacted___ d $8, 414, 736 
1953 estimate é " : 9, O80, 100 
1954 estimate_ : el . \ 8, 910, 000 

Total 1953 vr 1954 swale $17; 90,100. 

On page 133 of same document following data appeared concerning 
operating expenses of the Renegotiation Board. 

(The table referred to follows:) 


Obligations by activities 


1952 actual | 1953 estimate | 1954 estimate 
- | 
1. Executive direction $264, 808 $471, 661 | $550, 282 


Staff operations 522, 485 888, 184 | 1, 101, 290 
. Renegotiation operations 1, 537, 600 4, 037, 955 | 6, 848, 428 


Total 2, 324, 893 5, 407, 800 | 8, 500, 000 


On same page appeared : 

To date determinations of excessive profits and refunds by contractors total 
$25,834,070. 

This amount has no apparent relationship to budgeted refunds for 
1953 and 1954. 

Actually no one knows now the amount of renegotiation refunds 
which will accrue to Government as of December 31, 1953, date of 
expiration of Renegotiation Act of 1951, because that date is in the 
future. 

We can, however, fall back on history of renegotiation; marshall a 
few currently accepted facts; borrow from published utterances of 
Mr. Frank Roberts, Chairman of the Renegotiation Board, and arrive 
at a figure of $353,832,300 of net refunds, as contrasted to amount of 
$17,889,100 shown in budget for estimated refunds for years 1953 
and 1954, or the “To date * * * refunds * * * of $25,834,070." Fur- 
thermore, our calculation is after appropriate tax reductions, and we 
only need $800 million to make up estimated loss on excess-profits 
tax. 

Our reasons for believing that possible renegotiations refunds were 
probably understated in the budget stem from available published 
data. 

For example, the following quotation was taken from How to 
Handle Renegotiation, by W iDlis am J. Casey and C. Richard Gunzer, 
published in 1953 by Business Reports, Inc., Roslyn, N. Y., pages 
3and 5: 

THE First RENEGOTIATION STATUTE 
Congress introduced the first actual renegotiation concept in April 1942, as 


part of Sixth National Defense Apprcpriation Act. * * * Since enactment of the 
1942 act, renegotiation authorities have reviewed over 118,000 defense contrac- 
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tors’ fiscal years, resulting in excessive profits determinations of $11 billion. Of 
course, this doesn’t mean that United States Treasury became $11 billion richer, 
as appropriate tax credits had to be granted to offset corresponding reduction in 
taxable income. But it does indicate that there was an average “take” of over 
$93,000 for each contractor year examined, and that the renegotiation process 
can have a mighty and sometimes unexpected impact on company profits. 

We repeat the foregoing figure, $93,000 for each contractor year. 
That gives us the multiplier we need for our calculation. 

The multiplicand is represented by unit of measurement of 1 con- 
tractor fiscal year evidenced by filing statement known as Renegotia- 
tion Board Form 1B, Statement of Income, of which 12,597 above-the- 
floor reports were filed for 1951-52 years only as of March 31, 1953, 
under the Renegotiation Act of 1951. 

Our authority for the figure of 12,597 statements came from Weekly 
Renegotiation Outlook, Washington, D. C., dated Friday, May 29, 
1953, a copy of which is included herein, It covers a summary of the 
current renegotiation program to March 31, 1953, as reported to the 
Appropriations Subcommittee of the Senate by Mr. Frank Roberts, 
Chairman of the Renegotiation Board. 

Therefore, $93,000 per contractor year multiplied by 12,597 above- 
the-floor filings equals $1,171,521,000. That is our first finding and 
brings us to March 31, 1953. 

Our figures do not include $43 million recovered under the Renego- 
tiation Act of 1948, and referred to by Senator Ellender in Weekly 
Renegotiation Outlook article. Our concern is with the 1951 act and 
with future refunds. 

In addition, we can, with accounting propriety and in good taste, 
count additional revenues receivable for fiscal years of 1954 and 1955, 
because they actually represent filings for 1952 and 1953. 

Mr. Roberts estimated 14,000 and 4,200 above-the-floor filings—1 
filing equals 1 contractor fiscal year—for 1954 and 1955 respectively, 
and his estimate was made on the assumption that there would be no 
extension of the Renegotition Act of 1951 after its expiration date of 
December 31, 1953. 

We could, therefore, say that as of December 31, 1953, net cash 
return accruing to Treasury from all renegotiation proceedings - that 
date would appear as follows, using $93,000 per contractor year as a 
multiplicand. 

(The table referred to follows :) 


Net refunds 

Number of 40 percent, 
filings above Gross refunds average 
the floor 60 percent 
tax rate 


To Mar. 31, 1953 12,597 | $1, 171, 521, 000 $468, 608, 400 


Fiscal 1954 14, 000 1, 302, 000, 000 520, 800, 000 
Fiscal 1955 4, 200 390, 600, 000 156, 240, 000 


Total 1, 692, 600, 000 677, 040, 000 


Net refunds of $677,040,000 represent approximately 85 percent of 
$800 million sought through extension of the Excess ie Tax Act. 

Budget did not include estimated refund for fiseal year 1955; so, a 
straight comparison between $17,990,100 budgeted and $1, 692,600,000 
above should be made only by adding a figure to represent 1955. 
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It could be argued that our figure of $93,000 per contractor-year is 
excessive and does not represent probable average of refunds under 
Renegotiation Acts of 1948 and 1951. 

We concede the point. Our astronomical answers serve their pur- 
pose by underscoring probability that budget is understated. Our L.7 
billion versus budget’s $18 million challenges one’s credulity. 

The fioure of $93,000 represents an arithmetical average of total 
refunds of $11 billion divided by 118,000 filings, or defense contractors’ 
years, and covers years of 1942, 1948, 1944, and 1945—4 all-out, full- 
scale war years. It has saving grace of at least being an arithmeti- 
cal fact. 

Renegotiation proceedings were delayed almost 2 full years when 
1951 Renegotiation Act took process out of hands of military, where 
it had been under 1948 act, and placed it rr civilian control. The 
delay was unde rstandab le and excusab le, but it has caused collection 
of refunds to remain a mere trickle, and it is that pentup flood that is 
still not included in Federal budget, and that is still our point. 

Refunds under the 1948 act were bound to be nominal because they 
gener: ally covered pre Korean profits. In our own case, only 2% per- 
cent of our 1949 sales and 6.1 percent of our 1950 sales were renego- 
tiable. Currently our figure is around 30 percent renegot iable. Hence, 
the amount of $25,834,070 shown in the budget is not significant in 
our calculations. 

For example, the Weekly Renegotiation Outlook article shows the 
following data on the first page. Translation is ours. 


Determinations of excessive profits under 1948 act: 
Under civilian Board - 5s ; ': : : __... $13, 600, 000 
Under military Board 6, 700, 000 
Cases determined (1800) ; 7 20, 300, 000 


Twenty million three hundred thousand dollars divided by 1,800 
filings equals $11,280 average refund per filing or contract-year. 

Therefore, we can say that figure of $11,280 average represents our 
lowest possible average. We will assume that it represents above-the- 
floor filings. It also writes finis to 1948 act. 

Contractors’ estimated filings under the 1951 act are shown on page 
2 of Weekly Renegotiation Outlook as follows: 


A hove-the-floor 12. 000 14. 000 4, 200) 
Below-the-floor 18, 000 21, 000 9, S00 


Total 30, 000 35, 000 14, 000 


Thirty thousand two hundred above-the-floor filings multiplied by 
$11,280 average refund equals $340,656.000 gross refunds. 

The same article shows, on page 1, “$22.5 million soe moe recovered 
from 1951 cases”: and, on page 2, “731 completed cases” for actual 
fiscal year 1952. ‘These two figures are, in our opinion, Pdlited. 

Twenty-two million, five hundred thousand dollars divided by 731 
cases equals $30,780 average refund per case. Difference between our 
figure of $11,280 average refund under 1948 act and $30,780, actual 
average under 1951 act for first 731 cases supports point we made 
previously when we referred to refunds under 1948 act as a “trickle.” 
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Thus, $30,780 multiplied by 30,200 above-the-floor filings equals $929,- 
556,000 gross refunds, which when adjusted by an estimated effective 
Federal income tax rate of 60 percent would mean a return to Treasury 
of $371,822.400 net. 

Here then are our navigational points: 


For World War II years cata ‘ ucumann Gm eee 
Actual under 1948 act es Kis . 412,280 
Actual under 1951 act 


Therefore, if it is argued that § $93,000 is excessive we can answer that 
it may be, but that amounts of $11,280 and $30, 780 at least establish 
a floor for our figures because the y are supported by valid evidence. 

Therefore, we can say that if refunds for 1953, 1954, and 1955 main- 
tain rate of $30,780 for each above-the-floor case the discrepancy in 
the Federal budget may be measured as follows. 


Our figure, net__- ; $371, 822, 400 
Budget estimate: 
1953 ie una -= 90;080, 300 
1954 _. §&, 910,000 
a 7, 990, 100 


Budget understated by al : ences 353, 832, 300 


In conclusion, we hope that from facts submitted your committee can 
concur in our findings that an extension of the Excess-Profits Tax Act 
is unnecessary and unwarranted. 

Mr. Jenkins. You have a document that you want to insert with 
your statement. do you not / 

Mr. Mean. Yes 

Mr. Jenxins. Why not submit it for insertion in the record ? 

Mr. Meap. I will be very happy to do that. 

(The material referred to follows :) 


Nore.—The typographical union are still on strike. 


The AFL Columbia Typographical Union No. 101 called a strike at 8 A. M. Mon- 
day, May 18, 1953, and as a result the format of our report this week takes 
the following form. 


WEEKLY RENEGOTIATION OUTLOOK 
(Prepared for private distribution only) 
617 District National Building, 1406 G Street, NW. 
WASHINGTON 5, D. C., Friday, May 29, 1953. 


The following is a summary of the current renegotiation program as reported 
to the Appropriations Subcommittee of the Senate: 

In January 1952 the Secretary of Defense delegated to the Board his policy 
responsibilities and operating functions under the Renegotiation Act of 1948 and 
the Renegotiation Board assumed responsibility for all uncompleted filings under 
the 1948 act. The Board received 1,545 filings in various stages of processing 
and 400 split-year filings from the military departments for completion of re- 
negotiation. Determinations have been made in 1,800 cases of this group. In 
addition to the above, some 250 filings of contractors subject to the 1948 act have 
resulted from Board followup and are being processed. 

As of March 31, 1953, contractors subject to the 1951 act had filed 30,998 
statements pertaining to their 1951 and 1952 fiscal-year operations. Of this 
number 18,401 had been found to be below the statutory amount for renegotia- 
tion. Of the remaining 12,597 contractors’ reports indicating more than $250,000 
of renegotiable business, 4,836 had been examined and assigned to the regional 
boards for full renegotiation proceedings, 3,873 withheld from assignment by a 
screening process and 3,888 were being examined. In tabular form this is pre- 
sented below: 
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States filed (1951-52 years): 
Contractors’ reports below the floor ‘ F 18, 401 
Contractors’ reports above the floor: 
Examined and assigned 
Withheld by screening process 
In process_...... 


12, 597 
Total 30, 998 


Determinations of excessive profits amounting to $13.6 million have been made 
in connection with 1948 act cases since the Board assumed responsibility for 
them (this is in addition to $6.7 million recovered by the Military Policy and Re 
view Board under that act prior to January 21, 1952) ; $22.5 million has been 
recovered from 1951 act cases. The total of recoveries under the Board’s ad 
ministration amounts to $36.1 million. Determinations by regional boards 
amounting to over $15 million which have not been reviewed by the Statutory 
Board will, if approved, bring this total up to $51 million 


WORKLOAD ESTIMATES 


The workload of the Board derives from reports filed by contractors whose 
business is subject to the Renegotiation Act of 1951. <A contractor having any 
business from renegotiable contracts or subcontracts during his fiscal period 
must file a statement with the Washington headquarters of the Board concer! 
ing the applicability of the act to such business no later than the first day of 
the fourth month after the close of his fiscal year. In order to insure com 
pliance with this provision of the statute the board maintains a mailing list of 
names, derived from every available source, of Government prime contractors 
and their subcontractors. Annually, a letter of preliminary inquiry is sent to 
these contractors from the Washington headquarters apprising them of their 
responsibilities under the statute. Due to the time lag between the close of 
the contractor’s fiscal year and actual receipt of his reports by the Board, the 
impact of 1 year’s business on the workload of the Board is reflected in two 
Government fiscal years. To clarify this, in the tables following we have shown 
the cases arising from contractors’ fiscal periods in table I and their distribution 
across Government fiscal years in table IT. 


TABLE I.—LHstimated fillings by contractors, fiscal yea 


| 
1951 1952 | 
| | 


Contractor filings 
Below the statutory floor ! 17, 400 21, 000 | 21, 600 
Above the statutory floor ! 11, 600 14, 000 14, 400 


Total 29, 000 35, 000 36, 000 


1 Estimated 


TasLe II.—Filings and disposition, by Government, fiscal years 


Actual, Estimate 
fiscal year 
1952 Fiscal year | Fiscal year | Fiscal year 
1953 1954 \ 1955 
Contractor filings received 
Above the floor. . 12, 000 14, 000 
Below the floor , 25 18, 000 21, 000 


Total 21, 13% 30, 000 35, 000 


Cases requiring full renegotiation process 4, 6, 600 , 700 
Backlog from previous year 3. 769 419 


Total 10, 369 15,119 
Cases completed 731 2, 950 8, 750 


Forwarded to next year 3, 769 7,419 6, 369 


Assuming no extension of the act. 
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Mr. Frank Roberts represented the Renegotiation Board at the hearings. <Ac- 
cording to the information we get Mr. Roberts is the new Chairman of the Board, 
his nomination is assured and once it is presented ofliciaily, confirmation will be 
prompt. We are informed that his method of operation has made many friends 
for him both sides of the Capitol. 

The question and answer part of the Renegotiation Board appropriation hear- 
ings consisted of: 


REVISED BUDGET 


Senator SALTONSTALL, Now, Mr. Roberts, the revised budget calls of $7,500,000, 
The original budget was $8,500,000. Last year you had $5,407,000, and the House 
allowed you $5,192,000, plus $215,000 transferred to the General Services Ad- 
ministration for rent. Are you satisfied with what the House gave you? 

Mr. Roserts. Mr. Chairman, we are very definitely not satisfied with what the 
House gave us. We feel that it would retard the program that the Congress 
intended to be carried out when it passed the legislation. The Renegotiation 
Act of 1951 was passed in 1951, but the Board was not organized until the 1952 
calendar year. Therefore, to date the Board has been in a position of building up 
its staff and its regional offices to care for a large workload that is already on 
hand. The House action would require a reduction in the 789 people that we 
presently have and would seriously hamper our work 


ANTICIPATED PERSONNEL 


Senator SALTONSTALL. Last year you had 690 employees. The original budget 
ealled for 1,115. The revised budget called for 994. Now, if the House figure 
wus adopted, what would that give you in personnel? 

Mr. Ronerts. In personnel, 688 people. I would like to point out, if I may, 
that is fewer people than we have on board today. 

Senator SALronsTaLy. So that you feel that the revised budget is the minimum 
under which you can operate? 

Mr. Roserts. Yes, sir; we would say so. 


Senator SALTONSTALL. Why do you say that? Will you please repeat why that 


is so? 


FIELD OFFICE WORKLOAD 


Mr. Roserts. Yes rhe reason we feel that the revised budget is the minimum 
that we can carry on under is the known workload in our field offices. We will 
have as of June 30 this year, with April, May, and June's operations estimated, 

carryover of 7,115 uncompleted renegotiation assignments. Those assign- 
ments must not be allowed-to pile up because the law under which we operate 
carries a statute of limitations. We must complete the renegotiation of cases 
in accordance with the terms of the statute. Unless we have the minimum 
budget requested, we will be unable to keep abreast of our workload 

1 would like to add that during fiscal 1954 we anticipate that an additional 7,000 
assignments will be sent to the regional boards which will make their total for 
operations during the year in excess of 15,000 renegotiations assignments. 

Senator SALTONSTALL. About how fast are you working per month now? 

Mr. Roserts. Mr. Chairman, the last month figures are 251 assignments com- 
pleted. 

Senator SALTONSTALL. Then you get 15.000 assignmetts, you have to work at 
about 1,250 a month 

Mr. Rorerts. That is correct, sir. 

Senator SALTONSTALL. You only did 251. 

Mr. Roperrs. In the last month, which was March. 

Senator SALTONSTALL. How many employees did you have then? 

Mr. Rorerts. Approximately 680 employees at the beginning of the month. 

Mr. Chairman, I would like to add, if I may, the fact that because of the build- 
up and the lag in the letting of contracts for a defense program that the renego- 
tiations we will be doing in 1954 will be the contractors’ fiscal yéars that ended 
on December 31, 1952. So we will be doing the year 1952 in Government fiscal 
year 1954. 

Senator SALTONSTALL. What is the statute of limitations? 

Mr. Roserrs. The law requires that we commence the renegotiation within 1 
year after the filing by the contractor and further requires that we complete 
renegotiation within 2 years after its commencement. 
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TRANSFER OF FUNDS TO GSA ACCOUNT 


Senator SALTONSTALL. Do you agree with the House that $215,000 has been 
transferred to the GSA account so that what this committee should do should 
not include that? Is that correct? 

Mr. Roserts. That is correct, Mr. Chairman. In keeping with the provision 
of the law, GSA is required to furnish our space requirements. Up to this point 
being a new agency, we have had to seek such money from the Congress. 

Senator SALTONSTALL. So that is not included in this amount which you ask 
for? 

Mr. Roserrs. It is not. 


RECOVERY OF EXCESS PROFITS 


Senator ELLeENpER. I notice at the bottom of the first page you say since the 
reestablishment of renegotiation, excess profits of over $43 million have been 
recovered, Over what period of time is that? 

Mr. Roserts. That is since the 1948 act was passed in the spring of 1948. How 
ever, again I would ask you to bear in mind the fact that there is almost a 2-year 
lag between the completion of renegotiation and close of contractors’ year that is 
being renegotiated. 

Senator ELLENDER. How much more would that add then to the figure? 

Mr. Rosertrs. I merely point that out, Senator Ellender, because the time would 
seem to be from 1948 onward. But it really is 1950, before you have any effective 
recoveries from renegotiations under the 1948 uct. 

Senator ELLenpeER. So that the $43 million then would come as collections from 
1950 on? 

Mr. Roserts. That is right. Beginning in the last months of 1950. 

Senator ELLENDER. Now, I notice also that you have determinations made on 
$15 million more. Now, if you are as successful in the future as you have been in 
the past, how much of that do you expect to recover? 

Mr. Roserts. Senator Ellender, that $15 million represents findings by our 
regional boards which are tentative pending review by us. We point out the 
tentative nature of these because we could on our review disagree with some 
of those findings and therefore the figure would not be a firm figure. 

Senator ELLENDER. This is a firm figure so far as your field figures are con- 
cerned. 

Mr. Roserts. It is, sir. It could go upward or downward. 


CURRENT CASES 


Senator ELLENDER. How many cases have you on hand now? 

Mr. Roserts. We have on hand in the field approximately 6,000 cases; 6,292 
is the figure. 

Senator ELLENDER. How much of that is involved by way of money we might 
recover ? 

Mr. Rorerrs. That is impossible to estimate because someone has to look at 
them in detail and go through a renegotiation process before that develops. 

Senator ELLENDER. You have been more than self-sustaining since you have 
been reorganized. 

Mr. Roserts. We have, sir. 

Senator SALTONSTALL. Senator Ellender, do you believe we have all the infor- 
mation for the record? 

Mr. Roserts. Mr .Chairman, may I make one comment? 

Senator SALTONSTALL. Yes. 

Mr. Rogserts. When you are regarding this from the standpoint that Senator 
Ellender is, I would like to point out that those figures represent a period of 
very low Operation and they represent the completion of only 1,545 cases. I 
would like to have you bear that in mind when we speak of present workload 
before us of 6,292 cases and the seven-thousand-odd that we expect to receive 
in 1954 fiscal year. 

Senator ELLENpER. When you say “very low operation” you mean because 
there were not very many to renegotiate? 

Mr. Roserts. I mean the act was passed in the spring of 1951 and then the 
moneys appropriated for defense purposes from that time onward were subject 
to renegotiation. However, the contracting process has to be carried through 
and there is a Jag of approximately 2 years before you feel the impact in the form 
of deliveries. 
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PURPOSE OF INVESTIGATION 


Senator SALTONSTALL. The long and short of it is that the purpose of renego- 
tiation is to get agreement between the Government and these contractors, is 
it not? 

Mr. Roserts. It is, sir. 

Senator SALTONSTALL. And it is not fair to the contractors, who are individual 
citizens bidding on Government jobs which are low-priced in any event, in a 
lot of instances, not to have this renegotiation performed promptly in order 
that they may know where they stand. 

Mr. Roserts. It is, sir. 

Senator SALTONSTALL. Also, from the Government point of view, if the profits 
of the contractors are exorbitant, in order to make new contracts they ought to 
know what the proper amount is. 

Mr. Roserts. That is correct. 

Senator SALTONSTALL. So that this Board, perhaps more than any other board 
ought to be able to do its work promptly. 


CONTRACTOR-CREDIT PROBLEMS 


Mr. Rogers. I think there is another point I would like to mention, if I may; 
that is, that a businessman has credit problems and if he has an exposure to 
renegotiation unsettled, he cannot deal satisfactorily with the banks from whom 
he is seeking credit for performance of his daily operations. 

Senator SALTONSTALL. Now, the House makes a comment about inefficiency on 
your part. Did you see that comment? 

Mr. Roserts. We did see that, Senator. We did not like it, in short. 

Senator SALTONSTALL. What are you going to do about it? 


STUDY OF OPERATING PROCEDURE 


Mr. Rozertrs. We have instituted a careful examination of every operating 
procedure that we have. We have had a meeting of our regional board members 
in Chicago with the members of the present Board here in Washington. We 
discussed the methods that we are following, asked them for suggestions to 
improve efficiency, cut down our procedures, wasteful procedures of any kind 
if there were any, and we expect that after coming through that careful exam- 
ination, we will be able to state flatly that we are operating in the most efficient 
way we know how to run it. We believe we are doing that today. 

Senator ELLENpDER. Is it your view that the mere existence of this Board will 
probably act as a deterrent to contractors asking, presenting a contract that 
would mean more profits for them, greater profits? 

Mr. Rogerts. Senator, we are convinced of that fact. We think the very exist- 
ence of renegotiation is a substantial deterrent to the charging of high prices in 
the first instance. 

Senator ELLENpER. Have you come across many cases in which your repre- 
sentatives have found no excess profits? 

Mr. Roperts. Yes, sir. 

Senator ELLENDER. What percentage, about? 

Mr. Roserts. I believe of the very small number of cases, the one thousand 
five hundred-odd that we have completed, that 11 percent of them have been 
cases where we determined excessive profits to exist. 

Senator ELLENDER. Now, the next question is, What are you able to say about 
whether or not that percentage is increasing in which you find less? 

Mr. Rosertrs. We can state flatly that percentage is increasing. 

Senator ELLenper. Which substantially is your view of it that you have just 
expressed. 

Senator SALTONSTALL. Thank you, gentlemen, 


Mr. Jenkins. You may proceed, sir. 

Mr. Mrap. A summary of our recommendations is as follows: 

i. That a scant 1 percent be salvaged from carryover of 81 billions 
of current Defense Department authorizations which would produce 
revenues of 810 million. 

2. That procurement functions of Defense Department be coordin- 
ated to eliminate excessive and unnecessary costs, good examples of 
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which we have in our own plants, and are unknown but significant 
amounts. 

That Budget of United States for year ending June 30, 1953, be 
sovined to show a realistic figure of possible refunds of excessive 
profits under Renegotiation Act of 19! 51, because figures shown there- 
in are probably understated. 

In conclusion, we hope from the facts submitted to you your com- 
mittee can concur in our findings that an extension of the excess-profits 
tax is unnecessary and unw: arranted, 

Mr. Jenkins. I want to compliment you on your statement. I think 
you have a very logical and convincing statement. The facts and 
figures at the end of it are very persuasive, 

Mr. Meap. Thank you, Mr. Chairman. 

Mr. Jenkins. The next gentleman is Mr. R. W. Wortham, Jr., execu 
tive vice president of The Southland Paper Mills, Inc., of Lufkin, Tex. 

You may proceed, si 


STATEMENT OF RICHARD W. WORTHAM, JR., EXECUTIVE VICE 
PRESIDENT, THE SOUTHLAND PAPER MILIS, INC., LUFKIN, TEX., 
ACCOMPANIED BY K. W. COOKE, CONTROLLER 


Mr. Wortnam. My name is Richard W. Wortham. I am executive 
vice president of the Southland Paper Mills, Inc., of Lufkin, Tex. 
This company manufactures newsprint paper, and in addition, a 
small quantity of paperboard. 

First, let me express our appreciation for the opportunity to present 
to this committee our views on the subject of extending beyond June 
30, 1953, such an unjust and stupid form of taxation as the excess- 
profits tax. At the outset, I would also like to make clear that we 
profess no expert knowledge as to whether or not the revenue that 
would be obtained by extending this method of taxation will be needed 
by the Government. Our premise is that in case such revenue is 
required, then it should be obtained by an equitable and just method 
of taxation, a small increase in the normal corporation tax rate, for 
example. 

The original concept of excess profits tax was as a means of re- 
capturing ‘by the Government some of the unusual, and perhaps ex- 
cessive, profits earned from the manufacture of wartime—or in recent 
years, defense—products used by the Government. This principle 
has been confirmed before this committee by Secretary Humphrey 
Our company has in the past and is now manufacturing only normal 
peace-time products which are highly competitive. 

A brief history of our company seems to be in order at this time. 
Our company was formed in 1937; our original mill was built in 
1939 and came into production in January 1940. It wasa pioneering 
venture for never before had newsprint been made commercially from 
the coniferous woods of the South. It has been a successful venture 
and a timely one. A new source of newsprint came in just when Scan- 
dinavian shipmentse were cut off by the war, and just when the de- 
mand or consumption of newsprint in this country started an un- 
precedented climb—reaching the astounding total of 6 million tons 
in 1952. 

In 1946, when equipment again became available, our company 
embarked on an expansion program which doubled our original pro- 
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duction. The new equipment was started on production in mid-1948, 
but due to the complexities of such equipment and process, it was 
1949 before any reasonable capacity could be reached. In other words, 
1949 was the first full year of operation of these new facilities. 1949 
was the only year within the “base period” defined in the excess profits 
tax law during which we received anything near normal income from 
the expanded production. Thus, we came to be what has since become 
popularly known as a “growth” company. 

Newspaper accounts of these hearings indicate that you have been 
made fully aware of what, in general, “growth” companies have suf- 
fered under this shameful method of taxation. In particular, we 
beg indulgence to show you what it has done to our company. The 
following table speaks for itself. 

(The table referred to follows :) 


riv ay 
Yea ] . A verage Increase . 
verage bas 10F sane Tanai Percentage 
eriod years): S685 S85! |. Over hase increase 
I 1947-49 and 1952 period 


Plant, equipment and timberlands $14, 989, 743 |$26, 045, 747 |$11, 056, 004 
Sales 13, O87, 990 | 19, 148,347 | 6, 060, 357 
Gross income 1, 773, 9665 7, 582, 648 2, 808, 683 
Federal income and excess-profits tax 1, 849, 333 4, 636, 500 2, 787, 167 
Tax rate percent 39 61 | 
Net income $2, 924, 631 | $2, 946, 148 $21, 517 | 
Wages and salaries | 2,698,606 | 3, 684,414 985, 808 


| 


Comparisons 


Increase in investment $11, 056, 004 | Increase in gross income. 
Increase in sales 6, 060, 357 | Increase in Federal tax 
Increase in payroll 985, 808 | Increase in net income 


dditional net income equals !%oo of 1 percent return on the added investment. 


Mr. Worrnam. In that table, we have taken such items as invest- 
ment in plant equipment and timber land, gross sales, gross income, 
Federal income, and excess-profits tax, the tax rate, net income, and 
wages and salaries. 

In the first column, we have taken the yearly average over the base 
period, in the second column, we have t: aken for the same items the 
average for the years 1951 and 1952. Comparing those years and 
those items, we show an increase in investment of $11 million, and 
an increase in sales of $6 million, an increase in payroll of $985,000, 
an increase in gross income of $2,800,000, an increase in Federal tax 
of $2,787,000; or an increase in net income of only $21,500 on an 
increased investment of $11 million. 

The additional net income equals only nineteen one-hundredths of 
1 percent return on the added investment. 

While the table speaks of actual experience to the end of 1952, there 
is another point which seems pertinent to our discussion. 

In 1949, when this country was faced with a drastic newsprint short- 
age, we began the study of still further expansion of our plant and 
newsprint facilities leading to an increase of at least 50 percent of 
our then existing capacity. This study, including cost of the project 
was not completed until 1950, by which time the excess-profits tax was 
imposed. 

What did we then face? It was an additional investment of $15 
million with an increase in net income—after taxes including excess- 
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profits tax—of only $625,000 per year, or barely 4 percent on the addi- 
tional investment, which would only cover the interest on the borrowed 
capital. Need I add that we did not proceed ¢ 

Earlier in this discussion I made the statement that our business 
is not only a peacetime operation but also a highly competitive one, 
with approximately 80 percent of the newsprint used in this country 
coming from Canada and Scandinavia where excess-profits taxes do 
not exist. I must again beg your indulgence to point out, by the 
use of another table, the injustices and discrimination created among 
competitive companies by the excess-profits tax. 

For comparative purposes, I shall use another newsprint company 
of size and production comparable to ours, and for the sake of ano 
nymity I shall refer to it as X company. Figures used are taken 
from our respective annual reports. X company was built in 1948 
and 1949 and began producing in early 1950. 

In the preceding table, we have used the investment in plant and 
facilities, gross sales, gross income, Federal taxes, the tax rate, and 
the net income. We have taken an average of those items over the 
years 1951 and 1952. X company will show an investment of $30 
million against our investment of $20 million. The gross sales of 
X company are $ $19,200,000, our sales are $19,148,000, a difference of 
only $52,000. Gross income of X company was $4,454,000, Our gross 
income for the same period was $7,583,000 or a difference of $3,100,000. 

Federal taxes for X company were $2,321,000, our Federal taxes 
were $4,067,000. 

They paid a tax rate of 52 percent, we paid a tax rate of 61 percent. 
And the net income for X company was $2,163,000 and our net income 
was only $2,846,000. 

In other words, we had a gross income of $3,100,000 more than 
X company and we had only $800,000 increase in net income. X_com- 
pany'’s gross income was 59 ee of ours, and X company’s net 
income was 73 percent of ours 

At this point, I feel constrained to remark that it seems an oddity 
of our Federal Government that it can, on the one hand, not only 
cuarantee but insist on, by threat of prosecution, free competition in 
our industrial system, and, on the other hand, by use of such a wicked 
process as the excess-profits tax, deny that industrial system the fruits 
of initiative, incentive, imagination, skill, frugality, and efficiency— 
the essence of competition. 

From publicity given this subject, one is led to believe that a 6-month 
extension of this unsavory tax will provide only $800 million in reve- 
nue. If that be the case, then why in all decenc y; fairness, and com- 
mon sense should not this tax law be allowed to expire and the $800 
million, if it is so vital, be obtained by increasing only slightly and 
temporarily the normal tax rate on all corporations? Each corporate 
taxpayer would then stand his fair share of the burden, and untold 
millions of dollars would be released for business expansion with more 
taxable wealth thereby created. 

Respectfully submitted for consideration by the House Ways and 
Means Committee. 

Mr. Jenkins. That is a very fine statement you made, and we ap- 
preciate it very much. 

Do you have any questions, Mr. Cooper ? 

Mr. Coorrr. No questions, Mr. Chairman. 


85078—53——_42 
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Mr. Jenkins. You have indicated, Mr. Wortham, your story is the 
same as that of many who have been in here. You started your busi- 
ness and had a very successful business, and your burden has been 
the excess-profits tax. 

Mr. Worrnam. Yes, sir. 

Mr. Jenkins. Thatisall. Thank you very much, sir. 

Diamond Match Co., of New York City, has asked permission to file 
astatement. Without objection, it will be so ordered. 

(The statement referred to is as follows :) 


STATEMENT OF STIFLMAN KUHNS, REPRESENTING THE DIAMOND Matcu Co., 
New York, N. Y. 


This statement is submitted in behalf of the Diamond Match Co., whose gen- 
eral offices are at 122 East 42d Street, New York, N. Y. I am a vice president 
and the comptroller of the company. 

It now seems to be universally admitted that the excess-profits-tax law is un- 
fair and inequitable in its provisions and operation, and with this we heartily 
agree. If, however, the law should be extended, we request and urge that as 
part of any such extension at least one of its discriminatory and inequitable pro- 
visions be corrected. 

Specifically we ask an amendment to correct the limited carryback provision 
of the law, which bas operated to impose an excess-profits tax on a corporation 
even though its total excess-profits net income for the 3-year period covered by 
the present law is less than its total excess-profits credits for the same period. 

This company is not engaged in defense work nor has it benefited from defense 
contracts. In the latter part of 1950, when for particular reasons the trade 
had been buying hand to mouth and trade inventories were extremely low, sud- 
den scare buying due to the Korean situation increased the company’s sales sub- 
stantially and this continued into early 1951. As a result, the company paid 
a substantial excess-profits tax in 1950 and a lesser amount in 1951. 

In 1952 the results of the prior years’ excess buying were felt and the com- 
pany’s income was substantially less than the preceding 2 years. Accordingly, 
the company paid no excess-profits tax for 1952 and had more than enough unused 
excess-profits-tax credit for that year to eliminate its 1951 tax under the 1-year 
carryback provision of the law. The balance of its unused credit for 1952 cannot 
be carried back to 1950 under the present law and since only 1953 remains and no 
excess-profits tax will be payable by the company in that year, it loses the benefit 
of the balance of its unused credit for 1952 and its entire unused credit for 1953. 

In the excess-profits-tax law recognition is given to the fact that in determining 
normal earnings a single year cannot properly be used. Accordingly, the law 
provides for using the total earnings of 3 base years and averaging these out to 
determine average annual normal earnings. The law also recognizes as a corol- 
lary that excess profits cannot properly be measured by a single year and attempts 
to give effect to this principle by permitting a 1-year carryback and a 5-year carry- 
forward of any unused excess-profits credit. In actual operation, however, the 
limited 1-year carryback provision violates the principle of measuring profits 
over a reasonable period to determine the amount of any so-called excess profits ; 
and results in discrimination between corporations having exactly the same total 
income for the 3-year period and the same base-year credits, by making the 
amount of excess-profits tax depend upon the particular year or years in which 
the income of each was received. 

For example, the total excess-profits net income of our company for the 3 years 
covered by the present law will be less than the total of our excess-profits credits 
for the same period, and yet by reason of the limited carryback provision of the 
present law our company has paid a substantial excess-profits tax for 1950 simply 
because of the particular years in which it received such income. On the other 
hand, another corporation with exactly the same total excess-profits net income 
for the 3-year period and with the same excess-profits credits as our company 
would pay no excess-profits tax whatsoever if, for example, its income had been 
evenly divided between the 3 years, or if it had had no excess-profits tax in 1950. 

We submit that there should not exist this discrimination between corporations 
similarly situated based upon mere happenstance as to the way in which their 
income was spread between the individual years. We urge that this discrimina- 
tion be eliminated and the recognized principle of averaging earnings over a 
reasonable period be made effective by providing that a corporation shall be 
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subject to excess-profits tax only if its total excess-profits net income for the 
3- or 31-year period covered by the excess-profits-tax law exceeds its total excess- 
profits credits for the same period. 

To accomplish this purpose we are proposing an amendment of the law in the 
form submitted herewith, which provides for a carryback to the first taxable 
year covered by the excess-profits tax and to all intervening taxable years, of the 
total unused excess-profits credits for the period during which the law has been 
in effect. 


PROPOSED AMENDMENT 


Section 482 (c) of the Internal Revenue Code should be amended by adding 
thereto the following new paragraph: 

“(3) Carryback from last taxable year subject to excess profits tax —Notwith- 
standing the provisions of paragraphs (1) and (2) of this subsection, the amount 
oi the unused excess profits credit adjustment for the last taxable year subject 
to tax under this subchapter, increased by the amount of the unused excess profits 
credit for such taxable year or decreased by the amount of the adjusted excess 
profits net income for such taxable year computed without regard to such unused 
excess profits credit adjustment and without regard to the last sentence of sec 
tion 431, shall be an unused excess profits credit carryback to the first taxable 
year subject to tax under this subchapter and to all intervening taxable years, 
except that the carryback under this paragraph in the case of each such inter- 
vening taxable year shall be the excess, if any, of the carryback under this para- 
graph to such first taxable year over the sum of the adjusted excess profits net 
income for each taxable year which precedes such intervening taxable year and 
which is subject to tax under this subchapter. The adjusted excess profits net 
income last referred to in the preceding sentence shall be computed (A) by deter 
mining the unused excess profits credit adjustment for each such preceding tax- 
able year without regard to the unused excess profits credit carryback provided 
by this paragraph and (B) without regard to the last sentence of section 431. 
If the first taxable year subject to tax under this subchapter began before July 1, 
1950, the unused excess profits credit carryback provided by this paragraph for 
such taxable year shall be an amount which bears the same proportion to the 
unused excess profits credit carryback provided by this paragraph without regard 
to this sentence as the total number of days in such first taxable year bears to 
the number of days in such taxable year after June 50, 1950.” 


Mr. Jenkins. The next gentleman on the list here is Mr. Lee A. 
Potter, Jr., of the Young Presidents’ Organization. 


STATEMENT OF LEE A. POTTER, JR., PRESIDENT, YOUNG 
PRESIDENTS’ ORGANIZATION 


Mr, Jenkins. Mr. Potter, you appeared here before, did you not ¢ 

Mr. Porrer. Yes. 

Mr, Jenkins. You may proceed with your statement. 

Mr. Porrer. Mr. Chairman and gentlemen, I am Lee A. Potter, Jr., 
president of Forman, Ford & Co., of Minneapolis, Minn. We are 
celebrating our 50th anniversary. We are manufacturers of paint, 

As president of the Young Presidents’ Organization I requested 
this hearing before you to present to you the views and ideas of our 
organization. We have been approached by many groups and indi- 
viduals to register our opposition to the continuance of the excess- 
profits tax beyond its present expiration date. rn we have no 
intention of becoming a lobbying or pressure group in local, State, 
or national governmental affairs. For that reason I a directly 
to your chairman requesting this meeting. Before going into our 
remarks about the excess-profits tax as such I feel that you gentlemen 
should know a little about our organization, its membership aims 
and objectives. 

The Young Presidents’ Organization is only 3 years old, but already 
we have some 540 members in 39 States and 1 Province of Canada. 
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All of our members are presidents of qualified corporations with 
annual gross sales of $1 million or more or who regularly employ 100 
or more people. ‘They have been elected president of their corpora- 
tions before reaching the age of 39 and automatically retire from the 
organization upon reaching the age of 49. 

Che average age of our membership is 38. The average corporation 
has an annual gross sale of $3,750,000 and employs some 245 people. 
The average member has been president of his corporation for some 
t years. However, he has had about 111% years’ experience with his 
present company. 

A heavy concentration of members are involved in a manufacturing 
business, approximately 55 percent, which is more than twice the con- 
centration for employees generally throughout the country. 

One out of 10 is engaged in wholesale trade and an approximate 
equal percentage in equipment services of various kinds. Nearly 10 
percent are involved in chemical or scientific products of one kind or 
another and about 7 percent are involved in some aspect of the food 
business. These figures are taken from the survey of our member- 
ship which was conducted recently by the Science Research Associates 
of Chicago. This survey was conducted in order to learn more about 
our members and the businesses they represent. From this survey we 
have concluded very definitely that we represent a cross section of 
American medium-sized business. The YPO has two major objec- 
tives, as follows: 

To take aggressive action in support of those principles that will 
further the development of individual incentive and the free-enterprise 
— m. 

To form an association wherein ideas and problems can be ex- 
c or inged and discussed freely and personally between young executives 
who have similar responsibilities and problems in American business. 

As a result of these objectives and the type of people within our 
organization, we have an unusually frank approach to many business 
problems. Because all of us are presidents of our own corporations, 
our discussions are factual and opinions expressed are unbiased in 
all respects. Sometimes we refer to ourselves as a graduaie school for 
corporate presidents because we are constantly discussing business 
problems, actions, and reactions resulting from various decisions— 
this in order to make ourselves better qualified to do our jobs as cor- 
porate executives. The vast majority of our members use modern 
management methods as contrasted with the older one-man type of 
organization. 

We feel very responsible to our businesses, our communities, and 
our Government. Our members spend an average of 10 percent of 
their time in community and governmental activities apart from their 
own regular business. Many “of our members are in advisory capaci- 
ties in local, State, and National Government offices. 

We are working individually in our various communities to reedu- 
cate the average American citizen in the fundamental principles of 
the free-enterprise system and more particularly individual incentive 
which we feel more than any other single factor contributed to the 
growth and prosperity of this country 

We feel that you as our representatives in Government must truly 
represent the best interests of all the American people. We realize 
that it is a difficult job to keep your sights on broad horizons and at 
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the same time concentrate on specialized problems. We charge vou 
and expect you to exert your influences toward making a smooth, 
eflicient, and economical Government. The greatest problem facing 
our country today and the first objective of our Government is to 
create a sound fiscal policy and a balanced budget. We realize that 
this is easier said than done. However, we equally realize that, re 
gardless of how difficult the job is, it is fundamental, and the economic 
prosperity and security of this country demands that this problem 
be solved as soon as is possible. In solving this problem we must take 
into consideration business prosperity, growth, and initiative, for with- 
out a sound business atmosphere, regardless of the tax burden that 
business is called upon to bear, the money will not be available for 
governmental use. Basically, we feel that this tax problem falls into 
two separate ¢ ategories : 

l. It is necessary for us to create and build a favorable business 
atmosphere in order to build up even further our national income. 

We must reappraise our tax program in order that it may be 
equitable and fair to all American business as well as the American 
people. 

The present excess-profits tax certainly does not measure up in any 
respects when measured against this yardstick. This tax has and is 
encouraging inefficient management. It retards business incentive 
and definitely discriminates against small business and more particu- 
larly against growth business. Most growth wuesnennes are under- 

capitalized and are particularly vulnerable under this discriminatory 
tax. ‘The excess-profits tax, in retarding busines: Sana furthers the 
opportunities for large well-capitalized companies to expand their 
operations in new fields at the expense of these small companies. 

In our survey we found over 50 specific exam ples where this tax 
retarded normal business growth. I have picked 5 of these Sanaa 
to give you a varied cross-section Be our experiences : 

1. A woodworking company spt alizing in radio and television 
cabinets would have doubled its business but decided not to build the 
new plant necessary for this expansion. Its explanation and thinking 

as that the chances for gain were too small because it was already in 
the excess profits tax bracket and the possibility for success was far 
outweighed by the normal risk of heavy loss in the fluctuating radio 
and television market. 

2. A manufacturer of small household products was distributing 
successfully in 11 States. A study indicated that national distribu- 
tion could be built and would treble their business. Because of the tax 
situation, the company decided against expansion. 

3. A rapidly growing metal-fabricating company had a chance to 
take over a war-surplus plant which would have modernized the 
firm’s production facilities and lowered costs. The head of the com- 
pany would have had to get outside capital, which would put him in 
a very vulnerable control position in case of a business slump, and, 
because of excessively taxed gain in prospect, the opportunity was 
passed up. 

4. A chemical company was manufacturing several kinds of chemi- 
cal products. They hi ud the opportunity to buy a company that was 
partly competitive but had a number of products which would round 
out their line and integrate their business for a more effective opera- 
tion. The cost of equipment was too high and chance of return due to 
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the same time concentrate on specialized problems. We charge you 
and expect you to exert your influences toward making a smooth, 
efficient, and economical Government. The greatest problem facing 
our country today and the first objective of our Government is to 
create a sound fiscal policy and a balanced budget. We realize that 
this is easier said than done. However, we equally realize that, re 
gardless of how difficult the job is, it i , and the economic 
prosperity and security of this country demands that this problem 
be solved as soon as is possible. In solving this problem we must take 
into consideration business prosperity, growth, and initiative, for with- 
out a sound business atmosphere, regardless of the tax burden that 
business is called upon to bear, the money will not be available for 
governmental use. Basically, we feel that this tax problem falls into 
two separate categor ies: 

l. It is necessary for us to create and build a favorable business 
atmosphere in order to build up even further our national income. 

We must reappraise our tax program in order that it may be 
equitable and fair to all American business as well as the American 
people. 

The present excess-profits tax certainly does not measure up in any 
respects when measured against this yardstick. This tax has and is 
encouraging inefficient management. It retards business incentive 
and definitely discriminates against small business and more particu- 
larly against growth business. Most growth poner are under- 
capitalized and are particularly vulnerable under this ~_ riminatory 
tax. The excess-profits tax, in retarding business growth, furthers the 
opportunities for large well capitalized companies to ‘expand their 
operations in new fields at the expense of these small companies. 

In our survey we found over 50 specific examples where this tax 
retarded normal business erowth. ] have picked + of these examples 
to give you a varied cross-section of our experiences : 

1. A woodworking company specializing mn radio and television 
cabinets would have doubled its business but decided not to build the 
new plant necessary for this expansion. Its explanation and thinking 
was that the chances for gain were too small because it was already in 
the excess profits tax bracket and the possibility for success was far 
outweighed by the normal risk of heavy loss in the fluctuating radio 
and television market. 

2. A manufacturer of small household products was distributing 
successfully in 11 States.. A study indicated that national distribu- 
tion could be built and would treble their business. Because of the tax 
situation, the company decided against expansion. 

3. A rapidly growing metal- fabricating company had a chance to 
take over a war-surplus plant which would have modernized the 
firm’s production facilities and lowered costs. The head of the com- 
pany would have had to get outside capital, which would put him in 
a very vulnerable control posi ition in case of a business slump, and, 
because of excessively taxed gain in prospect, the opportunity was 
passed up. 

4. A chemical company was manufacturing several kinds of chemi- 
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our tax structure was too low, and this company decided not to go 
ahead. 

5. Finally, a very aggressive and well-managed firm which manu- 
factures building hardware had complete plans drawn up to increase 
their volume and capacity by 50 percent. Last year their profits were 
$145,500, of which taxes took $97,200. Because of the small chance of 
gain and the great risk involved, their plans too were scrapped. 

Gentlemen, these are just a few of the many examples of business 
growth being retarded because of the very real problems developing 
out of an unfair and discriminatory tax measure which is called the 
excess-profits tax. 

Because of the tax situation and due to the impossibility of earning 
a fair return on new capital as well as existing capital, management 
finds themselves in the unenviable position of curtailing operations. 
The cost of getting new capital under present conditions is very high. 
We recently ran across a case where new capital cost the company a 
total of 12 percent, and this was in addition to a 6 percent rate of 
interest. 

Because of excessively high taxes, in many cases businesses are 
unable to pay their investors a reasonable return on their invest- 
ments. As a result, new risk or venture capital is not moving into 
the business picture. In addition, many small businesses of the owner- 
manager type are selling out to large, well-capitalized firms in order 
to take advantage of the capital-gains tax and to get relief from 
high income and excess-profits taxes. 

We feel that the excess-profits tax is having a dangerously retard- 
ing effect on American business. It has outlived its usefulness if, 
indeed, it had any at the beginning. It does not bring in its share of 
income, and the costs of administering it are completely out of pro- 
portion. If, however, the continuance of this tax for a short period 
of time will measurably help us to a sound fiscal policy and a balanced 
budget, we recommend it. 

In any event, the excess-profits tax must be eliminated as soon as it 
is practical and possible to do so. 

In addition, we feel that a complete and thorough investigation 
and revision should be made of our corporation-tax laws in order to 
promote the prosperity and the security of American business. 

We appreciate the opportunity of appearing before you and giving 
you some of our thoughts and experiences. Again I would lke to 
repeat that we are not and have no intention of becoming a lobbying 
or a pressure group. We are genuinely interested in helping you all 
we can to arrive at a reasonable answer to a very difficult and delicate 
situation. If we can be of any assistance to you in the future, we 
would appreciate your advising us. 

Mr. Mason. Mr. Potter, all I have to say is this: that you presented 
a very clear picture of the situation from the standpoint of your 
organization. We have had the same picture presented by some of 
your members before. 

Mr. Porrer. That is right, sir. 

Mr. Mason. And, insofar as our overall review of the entire Fed- 
eral revenue laws is concerned, our committee is going to go into 
that. In fact, preliminary steps have already been taken, and we 
expect to spend maybe 3 or 4 months this fall getting an entire, overall 
revision of the tax laws to make them more equitable, to get rid of a 
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lot of the inequities that now prevail, and to spread the burden as 
evenly as we can possibly do it. 

However, that is outside of this extension. 

Mr. Porrer. I realize that, sir. 

If we can be of help, please call on us. 

Mr. Mason. Thank you. 

Next is Mr. R. Edward Mastin, Jr., president of the La Favorite 
Rubber Manufacturing Co., Hawthorne, N. J. 


STATEMENT OF R. EDWARD MASTIN, PRESIDENT, LA FAVORITE 
RUBBER MANUFACTURING CO., HAWTHORNE, N. J. 


Mr. Mastin. Mr. Chairman and gentlemen, I am R. Edward Mastin, 
president of the La Favorite Rubber Manufacturing Co., of 275 
Wagaraw Road, Hawthorne, N. J... Qur company was incorporated 
October 8, 1896, with an authorized capital stock of $100,000, and is a 
closed cor porat ion manufacturing rubber products. 

Since the inception of the company, it has experienced good years 
and poor years, the effects of a prosperous year’s being reduced in 
whole or in part by succeeding poor years, so that after over 50 years 
of operations and with little or no dividends paid our earned surplus 
on December 31, 1950, was only $49,926.98. During the latter part 
of 1950, a radical change in the style of our produc ts was made to 
meet the requirements and demands of the trade and, accordingly, our 
net taxable income increased from $6,459.42 in 1950 to $243,494.23 in 
1951. 

As our excess-profits credit for the years 1946-49, based on the 3 
highest amounts, was only $8,785.36—there being 2 profit. years and 2 
loss years in that period—and with additions for base-period capital 
addition and for net capital addition for the taxable year the excess- 
profits credit based on income was $15,720.33. However, with the 
unused excess-profits credit adjustment for the previous year of 
$10,670.63, the total credit against an excess-profits net income of 
$244,637.27 for 1951 was only $26,390.96, leaving $218,246.31 subject 
to excess-profits tax. 

As a result, the company was subject to a tax of $160,273.25 for the 
year 1951 as follows: 

Assets: 


Increase in cash__- 4 ; $60, 207. 6 


Increase in accounts rec eivable oe ; 7 i" 66, 848. 7 

Increase in inventories ; 59, 167. 3 

Increase in capital assets (net) fs é , 35, 726. 2 

Decrease in prepaid expenses_- ons ‘ —490. 33 
Total net increase in assets , 221, 454. 62 

Liabilities : 

Decrease in accounts payable___- y . $6,129. 92 

Decrease in mortgages payable ite 500. 00 

Increase in wages and payroll taxes___ . ° 471. 46 

Decrease in interest accrued su 4, 737. 48 

Decrease in prior years’ accrued Federal income tax 1, 485. 67 


dors scabs 6, 381. 61 


Net adjustment, before Federal income and excess- sat taxes_._.. 227, 836. 23 


Less Federal income and excess-profits taxes, 1951_ ~~ 100, 2738. 2 


Net decrease in liabilities______ 4 


Retained surplus —__--_- re cine cacende é 67, 562. | 
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The above figures have been taken from our 1951 Federal income 
nd excess-profits-tax return as prepared by our accountants, Wiley, 
Block & White. 

In order to meet our Federal tax obligations and to provide the 
necessary working capital to continue operations the company bor- 
rowed $125,000 from the First National Bank & Trust Co. of Paterson 
in 1952 and repaid $50,000 leaving a balance of $75,000 due to the bank 
at the close of 1952 which must be repaid in 1953. 

The company has faced the following situation: A change in char- 
acter of products to meet the demands of the trade resulted in a suc- 
cessful business return to the company but as a result of the workings 
of the excess pes tax, the company was oblig: ited to turn over ap- 
proximately 614 cents of a dollar to the Federal Government, leaving 
only 3444 cents to the company. The demands for additional work- 
ing capital must be met by the profit retained by the company and 
as new machinery and equipment are imperative to continue opera- 
tions on the scale started in 1951 our problem is indeed serious and 
requires the combined efforts of the best judgment and experience of 
our officers. 

Respectfully submitted. 

Mr. Jenkins. Are there any questions ¢ 

Mr. Mason. Mr. Chairman, I just want to summarize a bit by say- 
ing this: 

from your statement, you have had over 50 years of experience. 
Many of those years have been years of profit and, at other times, 
losses. 

Mr. Masrrn. Correct. 

Mr. Mason. As a result of a change in your style of product, you 
are enjoying, since 1950, what might be called lush years, but you find 
in these lush years that Uncle Sam is taking the bulk of your profit 
away from you and not even leaving you enough to take care of in- 
creased capital and modernization of the plants and so forth. That 
is your problem, is it ? 

Mr. Mastin. That is exactly the problem we are confronted with 
now and the reason why we strongly feel that the excess-profits tax 
certainly should not be continued. 

Mr. Mason. That is all, Mr. Mastin. 

Mr. Mastin. Thank you, sir. 

Mr. Jenkins. The next witness is Mr. Bolesky, secretary-treasurer 
of the Therm-O-Disk, Inc., Mansfield, Ohio. 


STATEMENT OF RUSSELL W. BOLESKY, SECRETARY-TREASURER, 
THERM-O-DISK, INC., MANSFIELD, OHIO 


Mr. Botesxy. Mr. Chairman and gentlemen: I am Russell W. 
Bolesky, secretary-treasurer of Therm-O-Disk, Inc., at Mansfield, 
Ohio. We incorporated under the State laws of Ohio in May 1947. 

Gentlemen, according to what I have read and heard, the excess- 
profits tax was devised to keep excess profits out of defense contracts. 
However, under the present law this 1s no longer a true fact, as any 
company doing in excess of $250,000 per year in defense business is 
automatically subject to renegotiation and those new and aggressive 
companies whose principle business is civilian, who under normal 
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times would be treated along with any other civilian business, are 
penalized by this diserimin: atory law. 

In the case of our company, we have been pen alized to the full extent 
of our civilian business. We have had a small percentage of defense 
business as you will note from the following figures, but gener: ally the 
defense order business that we did have was thermostats which are 
standard production items and are priced to the Armed Forces on the 
same basis as our civilian users. We illustrate percentage-wise the 
volume of defense business versus civilian business for the last 2 fiscal 
years: 

Sales billed, 5-1—-52 to 4-30-53, civilian, 95.27 percent: defense or 
ders, 4.73 percent, 

Sales billed, 5—-1—51 to 4-50-52 to civilian, 90.66 percent ; defense 
orders, 9.34 percent. 

As you will note, our last fiscal year’s business was less than 5 per 
cent on defense orders. 

We appreciate to the fullest, the tremendous task of finding ways 
and means to support the gigantic expenditure program that present 
conditions have made necessary. However, in the preparation of the 
excess profits tax law, the inequities are directed to the new, small 
and growing corporations. To those of us who have felt the full force 
of this blow, this inequity is shackling and our tax burden is far in 
excess of those companies benefiting by experience credits. 

New comps nies must have some incentive to retain a fair portion “a 
their earnings for expansion and working capital. For those of 
who did not have the good fortune to have a favorable base Aree 
1946-49, the entire burden of excess-profits tax or approximately 70 
percent of net earnings are taken from us in corporate taxes. 

Is it not fair that older and established businesses who had a favor 
able base period should not share the overall tax burden along with the 
struggling new companies such as ours ? 

Naturally, about all material prices have been increased since the 
Korean incident and along with other inflationary trends, our workers 
have received increases to compensate for this upward trend. To over 
come the material and labor increases, there has to be a factor to main 
tain a profitable operation and this can only be accomplished by in 
creased volume and manufacturing improvements. In order to pro- 
gress and improve present fac ilities, capital money is needed. At the 
same time operating capital is neede d to handle the increased = 
in the way of increased payrolls, increased inventories, inc., and : 
fair credit rating is essential to any successful business. 

Thus, with a margin of 30 percent of net earnings as resulting from 
the burden of excess-profits tax, a growing industry has unjust and 
inequit able obstacles confronting them on any needed or qualified ex 
pansion programs. ‘This we consider a stifling and discriminating 
action against those of us who are unfortunate enough to be taxed to 
the extreme. 

We outline below, the effects of the e XCeSs- profits tax on our business 
in regard to the percentage of a year’s taxes versus our assets at the 
end of the tax period of April 30th of each year 








EXCESS PROFITS TAX EXTENSION 


Ratio tares to current assets 


[Percent] 
| Actual tax 
Total tax on net 
| profit 


Excess 


Fiscal year Base tax profits 









May 1, 1952-Apr,. 30, 1953 34.9 12. 


2 47.1 69.3 
May 1, 1951-Apr. 30, 1952 28. 6 9.1 37.7 67. 35 
May 1, 1950-Apr. 30, 1951 35. 7 9.2 45.0 54.9 


From the above, it should be noted that at the present time over 47 
percent of our current assets, which include inventories of raw mate- 
rials, parts, work in process, and so forth, which is not readily convert- 
ible to cash, is due the Government for current-year taxes. We cur- 
rently have passed the 5-year-growth period credit feature of the ex- 
cess-profits tax law and have exhausted this feature which was a slight 
benefit in prior years. 

It is appreciated that world conditions have warranted some tax in- 
creases, but certainly the excess-profits tax has very discriminating 
qualities and, if the present amount of tax money is still necessary at 
this time, the burden should be absorbed equally by all. I have seen 
figures where only approximately 70,000 companies are carrying the 
entire load of a potential 300,000 company spread. 

We do hope you can let the excess- profits tax expire on June 30, 1953, 
as certainly there are many other companies in our classification who 
are stymied by this discriminating law. It is not our hope to have the 
normal tax rate increased, but I have been told that around a 1-percent 
increase would replace the excess-profits tax which the unfavored few 
are carrying. Would this not be more equitable and fair to all 
concerne 1d? ¢ 

That is respectfully submitted. 

Mr. Jenkins. Very well. Any questions, gentlemen / 

Mr. Mason. May I summarize that, Mr. Chairman, by saying this: 
You claim, and I think you claim justly, that the excess-profits tax 
places shackles on young, fast-growing concerns. 

Mr. Boresky. That is correct. 

Mr. Mason. And it would be much better to let it die, and, if the 
money had to be raised, we could raise it by 1 percent over all corpora- 
tions. That is a fairer and more equitable manner. 

Mr. Botesky. That is true. 

Mr. Jenxins. That is all. We thank you very much for your 
statement. 

The next witness is Mr. Lotz, of the Virginia Smelting Co. 



























STATEMENT OF R. F. LOTZ, COMPTROLLER, VIRGINIA SMELTING 
CO., NORFOLK, VA. 





Mr. Lorz. My name is R. F, Lotz, and I am the comptroller of the 
Virginia Smelting Co., employing only 350 people. We ‘have just one 
plant located in West Norfolk, Va., a town so small and remote that 
hardly anyone in Norfolk knows where it is. Being small, we feel 
greatly honored by your invitation to testify on the excess-profits tax. 

We objected strenuously against the enactment of this tax when we 
appeared before the Senate Finance Committee in 1951, but, perhaps, 
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we didn’t know how to talk to Senators. Our deep-seated objections to 
this bill, which privately was labeled “The Lawyers and Accountants 
Relief Act of 1951,” we believe have proved to be valid. 

The very phrase “excess profits” sounds as if folks who have them 
may have committed some sort of crime, like war profiteering or goug- 
ing customers or such like. The fact that we are now appare ntly 
singled out, according to the newspapers, as one of a few companies 
to whom relief from excess-profits taxes at this time would be an un- 
warranted favor, implies to me that someone must believe that we 
operate on the shady side of the street. Confiscation of these so-called 
excess profits is a further indication that they are considered illegal. 
If this sounds harsh, an 82-percent tax on top of a 5-percent State 
income tax is confiscation to us, even if Webster does not go along with 
it, particularly when coupled with a little inflation. 

So we thought it might be interesting to go back and see what 
crimes we have committed. At the start of the base period we 
erected a building and installed equipment to produce industrial 
aerosol insecticides like this sample. Our largest crime has been 
the solution of these problems to the extent of changing large losses 
into very small profits. And the end result is that we must pay 
as taxes most of the reduction in losses. 

Another major offense was the development of a method to use a 
cheaper raw material for manufacturing a chemical used largely in 
the textile industry. Our employees have also been e ngaged in minor 
nefarious acts such as conserving materials, working more effectively, 
reducing maintenance, improving quality, increasing sales and things 
like that which improve profits. 

These are the crimes for which we feel we have been convicted. If 
you gentlemen agree that these things are not illegal, then we have 
already completed all but a few days « of a sentence that has worked a 
hardship on our company, for offenses of which you would now 
acquit us. We do not wish to complain about the past. But we 
believe it is more than unfair, it is completely unjust, to sentence an 
innocent man to another 6 months, or possibly more, in jail. 

We realize that Congress in good faith attempted to make this tax 
fair by writing in numerous exceptions. Unfortunately none of these 
apply to our situation. For example, the invested capital base is 
one method of computing the tax which seems as though it should 
handle our case fairly. The difficulty is that a good share of our 
business is the resale or distribution of other companies’ products 
which requires very little investment. 

We are willing, anxious, to cooperate with the administration and 
with Congress in their efforts to solve the country’s financial dif- 
ficulties. We have no desire to secede. But we do feel that the people 
who want to extend this law are not aware of the injustices it created. 
Regardless of financial requirements, we cannot believe that it is the 
intention of our Government to place expediency above justice. If 
you must get this money from corporations for the next 6 months, or 
until a new tax law is written, why not temporarily adjust the normal 
tax rate? Don’t extend the excess-profits tax. 

Mr. Jenkins. All right, Mr. Lotz. 

Are there any questions from either side? 
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Mr. U1 whether this is a question or not, but J 
notice In your statement you spoke about the capital base being com- 
puted in the excess-profits tax. I would hi ke to call your attention 
to meer fact of what one corporation did to extend that base. Last 
vear Sears, Roebuck borrowed $200 million from a bank at about 4 
percent, and increased their base by $200 million, which allowed them 
to make $16 million a vear, exe mpt from excess-profits tax by that one 
little item. I thought I might suggest that to your company. 

Mr. Lorz. We thought about that, sir, but we are a little small for it. 

Mr. Jenkins. All right, sir. We ; ea you for appearing. 


Che next witness is Mr. Sprogell, secretary, Perfect Foods. Lans 
. ° 
dale, Pa. 









I do not know 









STATEMENT OF HARRY E. SPROGELL, SECRETARY, PERFECT 
FOODS, INC., LANSDALE, PA. 


Mr. Sprogei.. Mr. Chairman, and members of the committee, 1 am 
sorry that I did not bring along some of our products, because our 
company makes pretzels and cookies. The president and pri 1c ipal 
stockholder, Mr. Kulp, is not able to ap pear, so 1 have come in his 
stead to give another instance of very genuine hardship worked on 
American business by this excess-profits tax. 

Perfect Foods employs about 130 people. It was formed in 1928 for 
baking and marketing pretzels. Later expansion added cookies and 
potato chips to its line of products. It has always distributed its prod- 
ucts to retailers in large part by its own trucks. 

In 1933 the company, like many others, very nearly vanished. Its 
ownership was bought in that year by Mr. Kulp and another gentle- 
man who for the next 10 years had a desperate time. They worked 
long, overtime hours beside their employees. They repeatedly guar- 
anteed notes personally in order to raise payroll. They applied them- 
selves to the business 7 days a week with all the usual heartbreaking 
exertions which go to make a small business succeed. 

Finally, at the end of the war, long attention to quality of product 
and promptness of service brought a proper reward in public accept- 
ance of the company’s product. ‘The company was in a stable condi- 
tion and accumulation of cash capital became possible. Average earn- 
ings before taxes in the 3 years before 1948 were slightly less than 
£40,000 and taxes themselves took about $1 and $3. The remaining 
two-thirds was a modest source of the cash that the company had 
needed for so long. 

Then in 1948 the owners of the business decided that they had 
learned enough about the cookie market that they could embark with 
profit upon an expansion of their facilities and a change in their 
cookie line. This was done. The cost, about $250,000, used all avail- 
able cash in the company and required the borrowing of an additional 
$150,000. The magnitude of this project can be appreciated if the 
committee considers that the whole capital and surplus of the com- 
pany before the expansion was about $250,000. For this small com- 
pany this was an enormous venture. If it had been known that the ex- 

cess-profits tax was coming I doubt very much that a start would have 
been made. 

The new equpiment went into service in May 1949, The public liked 
the new cookies. They were not war material; none of, them were 
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sold to the Government. They were just good cookies and the public 
bought enough of them that over the last 4 years the new cookie oven 
has worked a great deal of overtime to supply the demand. 

So here we have a perfect textbook illustration—the American busi- 
nessman with foresight and initiative estimates what the public wants, 
takes a great risk in order to furnish it, finds that he has guessed 
right, and now, what happens to the profit that is supposed to be his 
reward 4 

From 1950 to 1952 $100,000 of that profit has been taken by thee 
cess-p yrofits tax. ‘To ordin: ary corpor ate taxes—which now take 50 p 
cent of every dollar of corporate lncome-——ho one would objec U. 
the excess-profits tax is the real crusher. It, of course, increases taxes 
to 82 cents of many dollars of the caenat s income. The company 
gets no relief from the tax. It has no new product. It has no base on 
whic ich to claim a return because it is only a small company built on 
sweat, not other people’s dollars. The overtime operation of the com 
pany’ s oven is far more a cause for worry about premature obsoles 
cence than a source of gr itification. 

One of the many painful peatrenenent of the tax has been to rob 
the company of the cash which it has to have in order to operate. 

Additional producti on means that the company has had to have new 
trucks at $6500 aplece. There is now on order au new packaging 
machine for $35,000 which must be had in order that production can 
be maintained i a difficult labor market. New weighing machines 
Ses And all of these things must be financed somehow 
out of new money for there are no old machines which are depreciating 
to provide their own re pli wcement. Working capital require = nts, too, 
are greater. Despite the fact that the borrowing for the 1949 e xpan- 
sion was ultimately refinanced as a mortgage upon the company’s 
property there have been times since then when the company was try- 
ing to operate on $10,000 working capital when it should have had 
$75,000. 

-The serious effect of this evaporation of cash through paying taxes 
can be illustrated by the company’s position at April 25, 1953, the 
last date for which I have figures. At that time the company had 
$150,000 in cash and tax antic ipation notes against an existing ease 
of that moment of $183,000 for Federal and State taxes and oblig 
tions due officers who had been obliged to leave money in the eee 
because of cash shortages. If sums which have had to be spent for 
capital adjustments are restored the company would have a net work- 
ing capital of about $70,000—much less than it had before this expan 
sion began. Is not the $100,000 of excess-profits tax paid a fair 
measure of what the owners of the business might have expected as a 
decent return for the risk they took in guessing what the public 
wanted / 

Put another way, 4 vears after this good guess $40,000 still remains 
due on that part of the company’s mortgage which represented the 
original borrowing to finance plant expansion. In 4 prosperous years 
the company has been able to pay off only $60,000 of this money it 
borrowed to put up the oven. 

There is not the slightest question that the company’s working posi- 
tion would have been vastly better in 1953 if the 1949 expansion had 
never been undertaken. Unless there is a better reward for risk than 
this, businessmen will stop taking risks. 
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It is true, of course, that the company’s surplus has increased but a 
company cannot eat its surplus. It lives on its cash and the life of this 
company over the last 4 years has been most difficult because excess- 
profits tax precluded the accumulation of cash. 

Further expansion, of course, has been entirely impossible. Capital 
has not been accumulated even to repay the price of the last expansion. 
One excellent opportunity to buy another company could not be seized. 
Far from thinking about expansion the owners have been tempted more 
than once to sell the whole business to a big company with a large base 
Income against which to balance current profits and so in a position to 
retain a larger percentage of earnings. It seems odd that under et 
impact of the excess-profits tax it becomes more attractive to sell ; 
successful small business than to keep It. 

These are the effects of the excess-profits tax upon Perfect Foods: 

(1) The cash shortage which that tax has been largely responsible for 
producing has made operations acutely difficult over a 4-year period 
when one might have expected them to be a pleasure. 

(2) The accumulation of cash capital has been impossible. 

(3) Expansion alike has been impossible. 

(4) The company is not attractive for the loan of capital, once more, 
because no one can see when earnings can be accumulated at a rate 
sufficient to repay if. 

For 4 years after a typically American vision this company has 
been handic: apped, almost str angled, by the excess-profits tax. It is 
not one of the companies supposedly fattening on war which are the 
objects of the tax. It has not profited from the war economy in any 
way. It is a small business that took a big risk, now being penalized 
by a tax aimed at someone else. 

That penalty will continue as long as the excess-profits tax continues 
or it can be lifted now if the tax is not extended. 

That is respectfully submitted. 

Mr. Mason (presiding). You say the tax is aimed at somebody else. 
I think that is a very, very lucid statement because the tax is supposed 
to be aimed at war profiteering, to take the profits out of war, but it is 
such a blunderbuss approach that it hits an awful lot of innocent 
people who are struggling to get along. Is that not about it? 

Mr. Srroceiy. This corporation, sir, certainly was in the range of 
fire. 

Mr. Mason. If there are no questions, we thank you, sir for your 
statement. 

Mr. Sprogeiy. Thank you, gentlemen. 

Mr. Mason. The next witness is Mr. Franklin T. Sweet, the Di-Noc 

., Cleveland, Ohio. 


STATEMENT OF FRANKLIN T. SWEET, VICE PRESIDENT, THE DI-NOC 
CO., CLEVELAND, OHIO 


Mr. Sweer. Mr. Chairman and gentlemen, my name is Franklin T. 
Sweet. I am the vice president of the Di-Noce Co., of Cleveland. 
With your indulgence, sir, I would like to make one or two preliminary 
remarks that do not appear in the statement. Is that all right? 

Mr. Mason. That will be all right. 

Mr. Sweet. First, I believe our case is very simple. It is nothing 
more than the story of a struggling small company that in 1950 began 
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to earn profits commensurate with its net worth, only to have the bulk 
of these profits taken away by excess taxes on profits. We are paying 
to the hilt, 69 percent. Secondly, we have attached with this very 
brief statement that I will read a copy of our 1950 annual report. 
This is for statistical purposes as an example. You will note included 
in the center of this statement a graph showing the progress of sales 
for the past 16 years. That will tell you our story more than anything, 
I believe. 

With these points in mind, I respectfully submit a brief statement 
by the president of our small corporation. We certainly appreciate 
the opportunity to present to the committee our views on the excess 
profits tax, and the manner in which it affects our company as well as 
others of similar size. 

I would like briefly to outline pertinent information about the size 
and nature of this company in order that you might more clearly 
evaluate the effects of the law in our oper ation. 

This company was organized in 1923 as a small chemical company, 
manufacturing a new type all-lacquer transfer. We had an original 

capital of $18,000 and our place of business was the basement of one 

of the founders. For many years we were successful, based on small 
capital, and this continued tntil the depressed general conditions in 
1930 which resulted in decrease in profits. 

At that time we had started to develop a new type lacquer transfer 
reproducing wood grains for application to the interior of automobile 
instrument boards and for many other uses. This development work 
was expensive and with conditions prevailing at that time, the com 
pany continued to suffer losses to the extent that in 1936 we were in 
serious financial difficulty. We had loans from the Federal Reserve 
bank, short-term loans and second mortgages on equipment held by 
certain individuals. 

Early in 1937 the company’s financial structure was reorganized 
and we were able to sell as a public offering an issue of common stock 
which enabled us to put our finances in sound condition and: to invest 
in new equipment and working capital. We then developed a sales 
promotion program which resulted in sales and profits showing a 
steady increase until 1941, 

The entrance of this country into World War IT resulted in the 
termination of nearly 90 percent of our company’s business which was 
largely in the automotive radio and furniture industries. The com- 
pany had highly specialized personnel and equipment for the produc 
tion of an unusual process and had no metal-working equipment of 
any kind. Therefore it was very diflicult to convert our facilities to 
wartime use and substantial losses were incurred in 1942 and 1943. 

During this period our research laboratory was busily engaged in 
finding a product that would fit into the war effort and with the 
facilities available at that time, were able to produce an cg CF 
insignia acceptable to both the Army and the Navy. We also devel- 
oped certain photographic materials suitable to war requirements. 
The company made a relatively small profit on these products but 
just about the time we reached volume production the war ended and 
the results of most of our efforts were in vain. Also, it was then 
necessary to devote most of our research facilities to the develop 
ment of produe ts for use in peacetime economy. 

For the 13 years ending 1949 and commencing 1937—the time the 
company was refinanced—the total sales were approximately $12,- 
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100,000. The net income after taxes for this entire period was 


$255,000, or an average of $18,000 per year. Net earnings were less 
than 2 percent of sales and less than 3 percent of the average net 
worth of the company. During this entire period, total dividends 
to common shareholders amounted to $52,000, obviously a very low 
return on the amount invested. ; ; 

Due to the developments mentioned above, this company was able 
to do a volume of sales for the excess-pr its tax years, ended Decem- 
ber 31, 1952 of ap proximately $6.700,000 and with a resulting sub- 

stantial increase in profits before taxes. However, this increase was 

caused only in very small part by manufacture of war goods and I 
venture to say that less than 11 percent of our total volume of business 
at the present time is directly or indirectly from contracts for the 
defense effort. 

We believe the above facts very well illustrate the unfairness of the 
excess-profits tax law as applied to this company. Expensive devel- 
opment of new products was mostly incurred during nonexcess-profits 
tax years. Many of the large companies spent considerable amounts 
for research, advertising, new- project development, et cetera, during 
the excess-profits tax years with the result that the net cost to them 
was very materially reduced and our company, being a small-growth 
company, is very much at a disadvantage in competing with those not 
affected by the excess-profits tax. 

In order to be able to handle the increased volume resulting from 
development work, it was necessary for the company to eliminate any 
possible unnecessary expense and in order to provide working capits al 
and payment of taxes, borrow from the bank $400,000 for operations. 
Our company is a small one, employing less than 200 people. We 
believe that the present excess-profits tax has been a very definite 
hardship; limiting our development and expansion and preventing a 
a return to our shareholders. We believe the excess-profits tax law 
isa bad law. It is discriminating; it is unfair; discourages incentives 
ant encourages extravagance ; punishes small corporations, and is an 
unjust piece of legislation. It does not permit small ompree the 
proper accumulation of funds to replace obsolete and wornout 
equipment. 

In conclusion, we wish to state for the record that we are heartily in 
favor of a balanced budget and know that it is necessary to balance 
the budget to bring this country back to a sound, normal basis. We 
also realize that additional money must be found to meet the obliga- 
tions incurred by the former administration but we do believe there 
are simpler, much easier and sounder ways of getting it than by the 
use of the excess-profits tax. It is universally agreed by practically 
all economists and business people that if the excess- profits tax law is 
allowed to expire it will be an added incentive to business which will 
be returned to the Government in the form of taxes greatly in excess 
of the amount which they will receive as a result of the present law. 
Be that as it may, we respectfully recommend that in order to provide 
the additional funds necessary to meet commitments, the normal cor- 
porate tax be raised from 52 percent to 54 percent and that the excess- 
profits tax law be allowed to expire as of June 30, 1953, 

We are attaching, herewith, a copy of our annual report for the year 
ended December 31, 1952, and would like to call attention to the chart 
showing the trend of our business since 1935, 

(The report referred to was filed with the committee.) 
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Mr. Mason. Does that conclude your statement ! 

Mr. Sweet. Yes, sir. 

Mr. Mason. Are there any questions ? 

If not, we thank you for your statement, sir. 

The committee will now recess until 1:15 this afternoon, when we 
will conclude the testimony of those scheduled for today. 

(Whereupon, at 11:50 a. m., the committee was recessed, to recon- 
vene at 1: 15 p. m. the same day.) 


AFTER RECESS 


Mr. Jenkins (presiding). The committee will come to order. 
Mr. Logan, we will be very glad to hear from you. 


. 


STATEMENT OF GARRETT LOGAN, ATTORNEY FOR AND MEMBER 
OF THE BOARD OF DIRECTORS OF THE FRANKS MANUFACTURING 
CORP., TULSA, OKLA. 


Mr. Logan. Mr. Chairman and members of the committee, the privi- 
lege of appearing before the committee to present my views on the 
extension of the excess-profits tax law is indeed appreciated. 

My name is Garrett Logan. I am a lawyer residing at Tulsa, Okla., 
and appear before the committee as attorney for and as a member of 
the board of directors of the Franks Manufactur ing Corp., 2801 Daw- 
son Road, Tulsa, Okla., which is a manufacturer of portable oil field 
servicing and rotary drilling equipment. It is, I believe, typical of 
many young American ms mnufactur ing companies, and for that reason 
I want to outline the effect of income and excess-profits taxes upon 
its growth and development. 

Franks began operations in a rented machine shop in 1931 with a 
cash investment of $4,000 and the firm belief that it could develop, 
produce, and sell to the oil industry a new type truck mounted and 
side k powered well servicing winch. After struggling through the 
de pression years it began to make profits in 1936. 

During 1936 and the succeeding 3 years the company used its fund 
in developing a new portable drilling rig and a truck mounted tele 
scoping derrick unit. Asa result, the years 1936 through 1939 showed 
only nominal profits. That was because of the expense of develop- 
ment of new equipment. 

By early 1940 the trade began to accept the first of the newly devel- 
oped products, the port: ible drilling rigs. The company obtained 
substantial orders. But it did not have plant capacity to take care of 
its business. So it borrowed money for plant additions. But at the 
end of 1940, Congress passed an excess-profits tax law retroactive to 
January 1, fixing as the base period the very years during which the 
company showed nominal profits because of its development program. 
At the end of the year, taxes had taken so much that the corporation 
had little left, certainly not enough to pay for plant additions. 

The next year the company enjoyed a good business, but was unable 
to overcome the tax handicap and had to borrow extensively from 
banks to provide minimum working capital requirements and cover the 
unpaid portion of its increased plant facilities program. 

The years 1942 through 1945 were typical of the experience of many 
other small manufacturing plants during the war years. Franks 
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played its part in providing war materials for defense, made good 
profits before taxes, but had little left after taxes and renegotiation 
to make any improvement in its financial position. There was one 
important difference, however, in Franks’ position as compared to its 
larger and much better financed competitors during this period. 
During these years Franks was not able to exploit the le: ad it held prior 
* the war on the equipment it had developed because its engineering 
facilities were required in the production of war material. 

The company, because of its limited financial resources, could not 
maintain an engineering staff of sufficient size to carry on its develop- 
ment and improvement of the slim-hole rotary and the telescoping 
derrick unit at the same time it was producing for the Government. 
The result was that some of our better financed competitors caught up 
with it during this period by carrying on their development work 
along with their war production efforts. 

This situation was not noticeable in 1946 due to the sellers market 
for oil-field equipment that had built up during the war years, and 
Franks, along with its competitors, enjoyed a very profit: able year. 
In 1947, however, this engineering problem became quite apparent, 
and Franks was forced to spend considerable time and substantial 
sums of money for product improvement to regain its position as 
leader in the industry. 

At the same time, a number of other problems appeared, including 
the need to change the organization from the simplified prewar ma- 
chine shop operation of small volume to the postwar monufacturing 
operations of large volume, and a change in the class of end users 
from cash-paying major oil companies to contractors requiring term 
financing, with an accompanying need for standardization of product. 

To overcome these difficulties, Franks spent the next 3 years in 
completely reorganizing its personnel and procedures, effecting major 
changes in its channe Is of distribution and reengineering its product 
line. This program was finally completed late in 1950 but the cost of 
completion was profitless years during the process, culminating in the 
depression of 1949 and 1950 in the oil field equipment industry. 

| might say as an aside there was a genuine depression in that 
industry during those years. 

The combination of this depressed period along with the heavy cost 
of the reorganization program placed Franks in a difficult financial 
situation. It was literally in danger of being wiped out. After 
numerous efforts it was successful in securing a long-term loan of 
$300,000 to liquidate its capital loan at the bank and provide a small 
mount of working capital. But the lender required a stated monthly 
payment, plus an additional payment based on profits. This loan, 
supplemented by short-term bank borrowings, enabled it to capitalize 
on the growing demands for its moder nized equipment in 1951 and 
1952. 

Then, along came the increase in the normal tax rate and the excess- 
profits tax law of 1950, and Franks lost its second chance to build up 
the badly needed working capital reserves through the savings route. 
Again it was caught in ‘the trap of poor earnings during the base 
period fixed by the law. 

Table 1 attached shows the net sales of Franks for the period 1946 
through 1952. 

(The table referred to follows :) 
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Mr. Logan. Excluding 1946 sales because of the unusual situation 
existing in that year, Franks has increased its sales from $2,236,000 
in 1947 to $3,614,000 in 1952. I wish to call attention to one set of 
figures on table I and that is the one at the very bottom, the ratio of 
net income to net sales. Excluding 1946 when the ratio was 5.43 per- 
cent, you have 1.05, 1.16, 1.135, 4.46, and 3.68 percent, which is a very 
meager return. 

Due to Franks’ reorganization program and the depression occur- 
ring during the period 1947 through 1950, the company’s growth is 
best illustrated by the 1951 and 1952 figures, which show 1952 sales 
increased approximately $1 million over 1951. To be sure, this in- 
crease took place during the Korean war; however, based upon field 
conditions existing during this period, all indications point to a sales 
increase due to Franks’ equipment replacing competitive equipment 
rather than an overall increase in equipment sold. It should also be 
noted that less than 4 percent of net sales in 1951 involved Govern- 
ment contracts and in 1952 less than 3 percent of our volume originated 
from Government orders. 

The net-profit figures before taxes for 1951 and 1952 show $311,302 
and $454,470, respectively. After taxes, the net available for reten- 
sion amounts to $115,993 and $133,970 after providing for taxes of 
$195,309 and $320,500. Or, expressing it another way, in 1951, 62.7 
percent of earned income was required for taxes, and in 1952 this figure 
had grown to 70.5 percent. 

Narrowing it down to excess-profits taxes, the 1951 charge was 
£41.193 and in 1952, $83,500. Thus, in 1951, over 13 percent of gross 
profits went for excess-profits taxes. In 1952, the amount required for 
excess-profits taxes increased to better than 18 percent. It is true 
that in this particular case the excess-profits tax is not as large as the 
normal tax and surtax, figures for this 2-year period being $41,193 and 
$83,500 as compared to $150,481 and $234,000. However, when a com- 
pany with small financial resources, requiring all the working capital 
it can get to finance its growing pains, has to pay the additional excess- 
profits tax, the latter bécomes an almost insurmountable barrier. 

Table II shows the growth of working capital and fixed capital as- 
sets over the 7-year period, amounting to a total of $581,426. 

(The table referred to follows :) 
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Mr. Locan. This expansion of assets has been a bitterly contested 
struggle all the way because of the tax liability. In fact, such expan- 
sion is possible only through bank and other loans in substantial vol- 
ume. This is borne out in table III, which shows the source and 
application of funds for the 7-year period. 

(The table referred to follows :) 

TABLE III.—Statement of source and application of funds for period from Jan. 1, 
1946, to Jan, 1, 1953 
source: 


Income before provision for taxes on income (from table I)___- $1, 119, 897 

Amount of depreciation charged to income not requiring funds__ 118, 997 

Funds from liquidation of miscellaneous investments 29, 37 
Total funds available 2 1, 268, 265 


Application : 


Taxes on income paid or to be paid (from table I) 686, S39 
Increase in amount of working capital (from table IT) —-- 332, 049 
Increase in amount of investment in plant, property, and equip 

ment (from table II) e . Sees 249, 377 


Total funds applied — - . i 1, 268, 265 

Mr. Logan. After deducting taxes from gross earnings of $1,119,898, 
a balance of $433,058 remains to cover investment in working capital 
and fixed assets of $581,425, or a deficit of $148,368. 

This deficit had to be financed out of depreciation reserves and 
increases in bank short-term loans. 

I might say, if I may, that since this statement was prepared our 
situation is such that we went to the bank and said we have to have 
$212,000, in addition to what we already have, and if the banker had 
said no, we would not be in business. That is within the last week. 

Such a situation is almost intolerable and is one of the reasons why 
many small manufacturing businesses are disappearing from our eco- 
nomic life through sale to larger firms who have had an opportunity 
over the years to increase their financial resources through the earnings 
route. 

Mr. Jenkins. In other words, you make out this kind of a case: 
You have a fine healthy business, but you cannot run it because of 
ercharges. However, somebody can buy you out and go right off 
\ th the same thing you have. 

Mr. Logan. Yes, sir. 

] do not belie ve t! iat this is a healthy Saag and certainly it is 
not to the interest of the American public to foster a tax program 
which leads to concentration of the Nation’s manufacturing facilities 
into the hands of a few large concerns. 

Chose small manufacturing firms not so absorbed have a bitter strug- 
rle to maintain their existence. They cannot mat erially improve their 
inancial position and grow at the same time, leaving the sufferer the 
choice of endeavoring to maintain the status quo (which in most busi- 
nesses means finis) or crawling far out on the financial limb. 

Nor am I impressed with the argument that all that is requested 
is a 6-month extension of excess-profits taxes. History has shown 
that when taxes are added it is decidedly difficult to ever end them 
since the emergencies for which they were levied seem to go on 


oy 


forever. 
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The excess-profits taxes have severely hampered the growth of 
Franks Manufacturing Corp., and other small manufacturing con- 
cerns throughout the Nation. It serves as a major contributor to 
financial weakness, and is therefore injurious to a dynamic and grow- 
ing economy. I sincerely urge that no extension of the excess-profits- 
tax law be passed. 

Thank you very much for this opportunity to present the views of 
the Franks Manufacturing Corp. 

Mr. Jenkins. You are very welcome. You made a very fine state- 
ment. 

Do you wish to ask any questions ? 

Mr. Mason. Yes. 

Mr. Jenkins. Mr. Mason wants to ask some questions. 

Mr. Mason. May I ask you what you think was in the mind of 
your banker when he said “I will let you have the $200,000 that you 
need to keep going” ? , 

Mr. Logan. I will be very frank. I think he was thinking of the 
fact that he had already loaned us about $175,000. I mean by that 
that we borrowed a lot. We said, “We have to have the other 
$212,000.” 

Mr. Mason. Do you not think he had in his mind just what you 
had in your mind when you applied for that loan, and that was: This 
thi ng 1s going to end and we will be able to keep that $80,000 we are 
going to pay Uncle Sam in this excess-profits tax in order to pay this 
debt? He was ging that and you are still hoping that? 

Mr. Logan. Yes, sir. 

Mr. Mason. And I hope that your hope is well founded. 

Mr. Logan. Thank you, sir. I do, too. 

Mr. Jenxins. Are there any other questions? Thank you very 
mucly, Mr. Logan. 

Before the next witness, I have a statement offered by Mr. Ray O. 
Shaffer, president of the Welex Jet Services, of Forth Worth, Tex., 
which ] would like to insert in the record. He is not here and he 
wishes this to be presented. Also a statement from D. E. Dye, Jr., 
on behalf of Roanoke Woodworking Corp. If there is no objection, 
they will < inserted in the record. 

(The statements referred to follow :) 

Werex Jet Services, INc., 
Fort Worth, Texr., June 8, 1958. 
Mr. Gorpon GRAND., Jr., 


Clerk, Committee on Ways and Means, 
House of Re presentatives, Washington, D. C. 

DeAR Mr. Granp: IT have your letter of May 28 and your kind offer to permit 
me to appear before the committee on June 8 

I am very sorry to advise that other urgent and most pressing business pre- 
vents me from being in Washington on this date: however, after reviewing 
testimony of witnesses that have appeared before the committee since June 1, 
I find that my statement would be a duplication of statements made by many 
other witnesses, and that no new factual information would result from my 
statement. 

The inequities existing in the excess-profits-tax law are so obvious that it is 
beyond all powers of reason to believe that Congress will extend the law in view 
of the facts that are now being presented. 

While IT heartily approve the President’s efforts to balance the budget, I am 
strongly opposed to his doing so at the expense of small and growing businesses. 
The discrimination existing in the present excess-profits-tax law has imposed 
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such tremendous hardship on many small companies that an extension of this 
law for 6 months could be most disastrous. 

I sincerely believe that the termination of the excess-profits-tax law will in 
the long run result in much more tax revenue. The excess-profits-tax law has 
failed in its aim of reaching profits developed by the national defense effort and 
the Korean war. It has succeeded greatly in placing a disproportionate burden 
on young and growing business and on corporations with small capital. It has 
in Many cases prevented the expansion of essential industries through inability 
to retain earnings or obtain added risk capital. 

The small amount of revenue lost by the termination of the excess-profits tax 
should be more than recovered by the expansion of affected businesses. 

I greatly appreciate the courtesies that you have extended me, and I live in 
hopes that Congress will conscientiously search their hearts and minds for a 
better solution to a balanced budget than extending the excess-profits-tax law. 

Sincerely yours, 
Ray O. SHAFFER, President, 


WELEx JeT Services, INC., 
Fort Worth, Tex., May 15, 1953. 
Hon. DANIEL A, REED, 


House of Representatives, Washington, D. C. 

My Dear ConcressMAN Reep: I am attaching a memorandum entitled “Ex- 
cess-Protits Tax Versus Facts of Life,” which factually points out the discrimina- 
tion and inequities which exist in the present excess-profits-tax law. 

The success or failure of new businesses such as ours is now in your hands. 

Sincerely yours, 
Ray O. SHarrer, President. 


Excess-Prorits Tax Versus Facts or LIFE 


The following statement very definitely points out the inequities in the excess- 
profits-tax law and the disastrous effects which the tax has on small business: 


Comparative consolidated statement of income and tares between Weler Jet 
Services, Inc., and its largest and oldest competitor ° 


WELEX JET SERVICES, INC. 


| 9 months, 


1952 1951 1950 1949 
7 2 | 7 
Income before Federal income tax | $728, 068 $668,844 | $482,715 | $420, 200 
Federal income tax | 509, 648 420, 000 | 214, 801 | 154, 736 
Net income 218, 420 248, 844 267, 941 265, 464 
Percent Federal tax paid : 70 63 44 37 


LARGEST AND OLDEST COMPETITOR 


Income before Federal income tax $4, 235, 600 | $5, 210,535 | $4,095,455 | $3, 673, 194 


Federal income tax 2, 251,300 | 2,877, 000 1, 748,200 | 1, 359, 300 
Net income 1,984,300 | 2,335,535 | 2,347, 255 2, 313, 804 
Percent Federal tax paid 53 55 42 37 


With the Government a 70 percent partner in the profits of our business—the 
losses of course are another matter—how much incentive is there left to indi- 
vidual energy or capital to try to bring about growth or expansion? How much 
assurance can such a thin cushion of profit provide against future disaster? 
With payment of reasonable dividends to our stockholders, how can a company 
such as ours grow and keep pace with competitive progress? 

Unfortunately, small businesses, or growth companies, cannot depend on out- 
side sources to fill their capital requirements. The risks are too great, for we 
do not stand on a broad enough base. When serving a small area, small op- 
erators could be dealt a death blow by local curtailment of business. Competi- 
tion with broadly based rivals is grim business for small companies. It means 
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that business depressions and recessions strike faster and harder at small com- 
panies ; therefore why should larger and older companies enjoy a more favorable 
tax position? 

Debt financing offers no better solution. In the first place, the crying need 
is for permanent capital or, at least, for capital that can be repaid over a rela 
tively long period, and this is not available to small business. Actually big 
business borrows and keeps at a low rate of interest while a small business bor 
rows and must pay back at a higher rate of interest; therefore small business 
obviously must rely on its own earnings and must finance itself largely on what 
it can retain after taxes. 

Another serious problem for small business, due to excessive taxation, is the 
“perpetuation of obsolescence.” Although a new machine might well pay out 
handsomely if it could be had, the money to finance it simply isn’t available 
As a result, we repair instead of replace, a process which is slow but sure death 
in our competitive economy. On the other hand, a larger and older concern is 
seldom forced to abandon a modernization program because of lack of capital 

Small companies such as ours often have been called laboratories for new ideas, 
and by all means should be retained as such. If it is physically and financially 
impossible for small business to develop new ideas, we can only look to the larger 
and older companies for our new developments. This means that the big get 
bigger, and the small get headaches. 

Another vastly harmful effect, due to excessive taxation, is the pressure from 
within and without upon the owners of small businesses—businesses whose 
growth is dangerously retarded by unfair taxation—to sell out or merge with 
larger and older competitors who enjoy a more favorable tax base. This situ 
ation is not good for the country as a whole as hope of progress, of growth and 
of improvement can truly incite human effort. When that hope disappears, in- 
centive disappears. If incentive to compete disappears, “whence cometh com 
petition’? Owners of small companies, disproportionately handicapped by the 
present tax structure, would be using exceedingly good business judgment to 
merge with a larger competitor and lose their identities. The excess-profits tax 
tends to foster monopoly by giving a preferred position to the older and better 
established firms and binding the growth of newer and smaller ones. 

It is imperative for businesses greatly affected by the excess-profits tax to 
know at once if the tax will be permitted to expire on June 30. The uncertainty 
existing at this time imposes tremendous hardships in developing plans for the 
current year and for the future, and Congress should act immediately to clarify 
the situation. 

We do not want special favors or preferential tax treatment. All we ask for 
is that we receive tax treatment which recognizes the facts of life. Give us 
the same tax base that our larger and older competitors enjoy. This can be 
accomplished by permitting the excess-profits tax to die on June 30, 1953 


ROANOKE WoopWoRKING CorP., 
Roanoke, Va., June 1, 1958. 
Chairman DANte. A. REED, 
House Ways and Means Committee, 
House Office Building, Washington 25, D. C. 

Dear Str: We are writing in reference to the proposed committee hearings on 
the excess-profits tax. Wearea small business incorporated in 1948. We believe 
that our company is representative of our industry and that the effects of the 
present tax structure in curtailing our further expansion are representative of 
other firms in our general size classification. 

We are therefore enclosing a brief statement expressing our views on the 
excess-profits tax. We trust that this will prove of value to your committee 

Very truly yours, 
D. E. Dye, Jr. 


STATEMENT FOR Mr, Dante A. REEp, House WAYS AND MEANS COMMITTER, ON THE 
Excess-Prorits Tax 


We are opposed to the proposed extension of the excess-profits tax 

Our firm, Roanoke Woodworking Corp., was incorporated in the State of 
Virginia on June 4, 1948, with an authorized capital stock of $100,000. We manu- 
facture upholstered furniture frames and novelty furniture. 
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A part of our income during the years 1950, 1951, and 1952 has been subject to a 
tax rate of 82 percent. Our excess-profits credit for all years has been $25,000 
with the exception of 1950 when the special ceiling for new corporations (third 
year, 8 percent) allowed us an additional credit adjustment of $145.76. 

During all EPT years both the earnings credit and the invested capital credit 
methods were applied in computation of this tax, but no relief was available 
to us under these provisions. 

The following summary statement is submitted to show our growth. 








Income before Federal in 
Year Sales t : 







Les 


$9, 502. 04 


For the year 1953, we estimate that our sales will exceed $600,000. We now 
employ approximately 185 men, and our annual payroll will be approximately 
$312.000. 

Please note that, during 3 of our first 5 years of operation, our corporation, 
with small incomes for each of these years, has been subjected to the maximum 
Federal tax rate imposed on any corporation (82 percent) on a part of its income. 
After reaching a taxable income of $25,000 our tax rate jumps from 30 percent 
to S52 percent. 

Che problem of expanding to meet increased demands and still maintaining 
a sufficient working-capital ratio is a difficult one with even the normal-tax 
burden. The addition of an excess-profits tax makes it impossible for any small, 
expanding corporation to purchase the necessary capital equipment out of rein- 
vested earnings. It is necessary for us to look to outside sources for loans or 
additional issues of capital stock in order to keep up with our expanding 
production. 

Our plans for expansion have included the purchase of real estate for a plant 
site. Twenty-one acres of land was purchased in Roanoke County in 1951 for 
this purpose. We have been unable to do anything with this property since 
purchased ; and, due to our lack of capital, we have found it necessary to extend 
our lease on our present plant. 

The cost value of machinery and equipment purchased from December 31, 1948, 
to December 31, 1952, has increased $63,801.25. This equipment increase is still 
not adequate to keep pace-with our present production. This year, from January 
1 through May 15, we have found it necessary to purchase or have signed pur- 
chase contracts for the purchase of machinery and equipment in the amount of 
$19,000. The bulk of this amount must be financed through local banks. 

The excess-profits tax is very unfair to small, growing concerns. It places 
them at a definite disadvantage in that competing companies have been established 
longer and have a good earnings record during the base years; therefore, they 
have a high excess-profits credit. That is, the tax tends to favor well-established 
businesses and discriminates against the small, growing businesses. 

We do not maintain that we should be given any special tax benefit at the 
expense of other groups who are now paying their full share of the tax burden. 
However, our need for relief from the excess-profits tax is urgent. We need 
this relief now. 

For these reasons, we wish to urge that the excess-profits tax be allowed to 
expire on June 30, 1953, as scheduled. 


Mr. Jenkins. The next on our list is Mr. Putzell, of the Monsanto 
Chemical Co. You may proceed, Mr. Putzell. 


STATEMENT OF EDWIN J. PUTZELL, JR., SECRETARY, MONSANTO 
CHEMICAL CO., ST. LOUIS, MO. 


Mr. Purzeti. Thank you, sir. Mr. Chairman and gentlemen, I 
am Edwin J. Putzell, Jr., secretary of Monsanto Chemical Co. You 
are good enough to let me put before you today a recommendation 
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which we make in the event that your committee reports out a bill 
to extend the present excess-profits-tax law beyond June 30, 1953. 

General agreement prevails that the excess-profits tax is discrimi- 
natory. On the basis of experience as well as sound theories of corpo- 
rate taxation, we believe the tax is inequitable and unsound. It falls 
heaviest upon those companies which are willing to risk sizable capital 
outlays to increase their productive capacity. It therefore endangers 
that forward drive through research, development, and expansion 
which makes America the greatest productive Nation in the world. 
The excess-profits-tax law should therefore be terminated at the earli- 
est possible date, and if additional revenue is thereafter required 
more fair and reasonable method of taxation should be adopted. 

However, if it is decided in the national interest that the present 
excess-profits-tax law should be extended beyond its present expira- 
tion date, the bill to amend it should include a provision to make 
available to corporate taxpayers a carryback of any unused excess- 
profits-tax credit during the period immediately following termina- 
tion of such law. 

This recommendation is based on a similar provision in the excess- 
profits-tax law of World War II. In the fall of 1945, after hostilities 
in both the European and Far East theaters had ceased, the Congress 
included in the Revenue Act of 1945 an amendment to section 710 
of the Internal Revenue Code so as to provide for the use in 1946 of 
uny unused excess-profits credit carryback, even though the excess- 
profits tax itself expired on December 31, 1945. Under the present 
law, however, unused excess-profits credit carrybacks and carryfor 
wards are available only during the years in which the law is in effect. 
There is now no provision similar to the last two sentences of section 
710 (c) (2) of the wartime Excess-Profits Tax Act which permit use 
of a credit carryback after the expiration of the tax. 

Attached as an appendix to the copy of this statement which has 
been laid before you is a draft of the proposed section providing for 
use of the carryback of an unused excess-profits credit in the years 
immediately following termination of the _avemg nt exe ess-profits tax 
law. You will notice that we suggest a 3-year carryback provision 
which shall be available for 3 years after the excess-profits-tax law 
expires. The reasonableness of this proposal is supported by the fact 
that this period of time is the same as the 6 years (1-year carryback 
and 5-year carryforward ) now available for both excess-profits credits 
during the life of the present excess-profits-tax law and also for net 
operating losses under the income-tax law. 

As we view it, the excess-profits tax is actually another name for 
quite an inequitable income tax—a super or supplemental income tax 
placed on top of income taxes already applicable to corporate tax- 
payers. The 1-year carryback and 5-year carryforward provision 
applicable to excess-profits credits during the life of the exc ess-profits- 
tax law and also applicable to net operating losses under the income- 
tax law is wisely designed to level out the unevenness—the peaks and 
valleys which inevitably develop from year to year from fluctuating 
economic conditions and the resulting rise and decline of taxable cor- 
porate income. Operation of the excess-profits-tax law without the 
proposed amendment tends to magnify the differences between the 
peaks and valleys in net income and to make available fewer dollars 
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of earnings retained in the business which can be used to mitigate the 
effect of ensuing declines in such net income. 

Other reasons for the need for such an amendment to the excess- 
profits-tax law, should the term of that law extended, areevident. The 
administration in a commendable effort to police Federal expenditures 
has announced its intention to reduce the Federal budget for the fiscal 
vear 1954 by many billions of dollars. In fact, it has been stated that 
slightly over $5 billion is to be eliminated from the Air Force budget 
alone. 

Thus, it is reasonable to expect that congressional appropriations 
for defense spending will be something less than was antic ipated before 
such announcements. Recently, agreement seems to have been reached 
by the United Nations Command and the Communist leaders on the 
method of handling Korean prisoners of war who do not choose vol- 
untary repatriation. This is said to eliminate the last major obstacle 
to an armistice in the Korean conflict. 

With such cessation of hostilities, there will inevitably come a reduc- 
tion in governmental expenditures for war material. While high 
administration officials have stated that termination of the Korean 
fighting will not and should not result ina substantial overall reduction 
in our national defense program since we are behind schedule in 
supplying defense material to the NATO group, to Indochina, and to 
others, nevertheless the need for many items of material and equipment 
which are used in large quantities in the fighting of Korea will 
definitely lessen. 

An end to the combat there will result in less requirement for am- 
munition, both shells and bullets, for electronic and electric equipment, 
for oil and gasoline, for ships, planes, and weapons, and for all myriad 
items which, directly or indirectly, support our troops in actual com- 
bat. Such a decrease in need for combat material will surely result 
in the reduction or cancellation of contracts and purchase orders in 

the years immediately following the present one and in a marked 
decline of income to those many companies now supplying directly or 
through others the raw materials for such material or the items 
themselves. 

In such a situation, the excess-profits-tax law without the proposed 
amendment will work an even greater hardship. It is already taking 
a very substantial share of income from those companies. Yet as the 
law is now written the carryback provisions for unused excess-profits 
credits will not be available to corporate taxpayers during the years 
immediately following expiration of the law (which is approximately 

coincident with a reduction of defense spending) when through no 
fault of the companies their income is curtailed by a reduction or 
cancellation in Government purchasing. 

‘Thus, in our view, all the years involved in our present defense 
buildup—both those years during which the excess-profits-tax law 
is in effect and those years immediate ly following the termination of 
such law but in which our economy continues to gear itself at a slower 
rate for defense—all such years should be treated as a whiole for excess- 
profits-tax purposes. 

There should be an averaging or leveling out of the excess-profits-tax 
burden for all those years ‘of the defense buildup. A corporate tax- 
payer which has paid excess profits during the term of the present 
act and which after the act ends does not earn its excess-profits-tax base 
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or credit should be able to make use of its unused excess-profits-credit 
carryback, 

In recommending the inclusion in any bill to extend the term of 
the excess-profits-tax law of an unused excess-profits-credit carryback 
for the years immediately following expiration of such tax, we are 
aware of the possibility of certain abuses through devices entered into 
for the purpose of obtaining refunds of excess-profits taxes through 
situations unrelated to the purpose and intent of the carryback 
provision. 

However, if, in the light of past experience with section 710 of the 
wartime excess-profits-tax law, additional safeguards beyond those 
already in the law, such as section 129 of the Internal Revenue Code, 
are indicated, they should by all means be added to prevent any abuse 
of the suggested amendment. 

Nor will our recommended carryback provision cause any substan 
tial diminution in excess-profits-tax revenue to the Treasury Depart- 
ment. According to the best statistics available, Treasury cash col- 
lections of excess-profits taxes for the fiscal year 1946 amounted to 
$7.822 billion, while the carryback benefits obtained in the same fiscal 
year were less than $100 million. Thus, during the year of peak re 
conversion from war to peacetime production, the maximum loss of 
revenue was only about one-eightieth of the Government’s income 
from excess-profits taxes, 

For these reasons, we respectfully recommend that if your com- 
mittee reports out a bill to extend beyond June 30, 1953, the present 
excess-profits-tax law, an amendment be added to make available in 
the 3 years immediately following the expiration of such law a carry- 
back of and unused excess-profits credit. 

Such a provision for that term of years would be in keeping with 
the theory of leveling tax payments over a period of years as imple- 
mented by the unused credit or net operating loss carryback and carry 
forward method in both the income and excess-profits-tax laws. It 
would also be consonant with the similar provision in section 710 (c) 
of the wartime excess-profits-tax law as adopted in the Revenue Act 
of 1945. 

Thank you, sir. 

Mr. Jenkins. I see you have enclosed with your statement an ap- 
pendix. They are some suggestions for amending the law ? 

Mr. Purze.. Yes, sir, Mr. Jenkins. That is a proposed amend- 
ment tailored after the language of the present law which we believe 
would provide for the sort of relief to taxpayers that we recommend 
if this law is extended. 

Mr. Jenkins. You wish that to be a part of your statement ? 

Mr. Purzeui. Yes, sir. 

Mr. JenKiNs. It will be inserted in the record. 

(The appendix referred to follows :) 


APPENDIX 


PROPOSED AMENDMENT PROVIDING EXCESS-PROFITS TAX CARRYBACK RELIEF FOR YEARS 
IMMEDIATELY FOLLOWING TERMINATION OF PRESENT EXCESS-PROFITS-TAX LAW 


Section —. (a) The deficit-profits adjustment for any year commencing after 
December 31, 1953, and ending on or before December 31, 1956, shall be the excess, 
if any, of the excess-profits credit for the year over the excess-profits net income 
for such year computed on the basis of the excess-profits credit applicable to 
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such year and without the allowance of any deduction under section 23 (Ss) (re- 
lating to net operating losses). The deficit-profits adjustment for a year'of less 
than 12 months shall be an amount which is such part of such credit determined 
under the preceding sentence as the number of days in that year is of the number 
of days in the 12 months ending with the close of that year. There shall be no 
deficit-profits adjustment for any year for which the taxpayer is exempt from 
taxation under chapter I of the Internal Revenue Code nor during which the 
taxpayer is not actively engaged in business. 

(b) If for any year commencing after December 31, 1953, and ending on or 
before December 31, 1956, the taxpayer has a de ficit-profits adjustment, such 
deficit-profits adjustment shall be an unused excess-profits credit carryback for 
each of the 3 preceding taxable years. The total amount of such unused excess 
profits credit carrybacks from the years 1954, 1955, and 1956 available for the 
second preceding taxable year shall ‘be limited to the excess thereof, if any, over 
the adjusted excess-profits net income for the third preceding taxable year, 
and the total amount of such unused excess-profits credit carrybacks from the 
years 1954, 1955, and 1956 available for the first preceding taxable year shall 
be limited to the excess thereof, if any, over the sum of the adjusted excess- 
profits net income for the third and second preceding taxable years. As used 
herein, the term “preceding taxable year” does not include any year ending 
prior to July 1, 1950. 

(c) If the Commissioner determines that any part or all of any overpayment 
is attributable to the inclusion in computing the unused excess-profits credit ad- 
justment for a taxable year of any deficit-profits adjustment, no interest shall 
be allowed or paid with respect to such part or all (as the case may be) of the 
overpayment for any period before the expiration of 75 days after the end of 
the year in which the deficit-profits adjustment arises. 

(d) If and to the extent that a claim for credit or refund relates to an over- 
payment attributable to this section, in lieu of the 3-year period of limitation 
prescribed in section $22, the period shall be that period which ends with the 
expiration of the 15th day of the 39th month following the end of the taxable year 
of the deficit-profits adjustment which results in a carryback, or such 3-year 
period, whichever expires later. In the case of such a claim, the amount of the 
credit or refund may exceed the portion of the tax paid within the period 
prescribed in section 322, to the extent of the amount of the overpayment at- 
tributable to this section. 


Mr. Jenkins. Are there any questions, gentlemen? 
Mr. Mason. I have a question as to the amount that you state on 
the bottom of page 6 of your statement wherein you said— 


According the best statistics available, Treasury cash collections of excess- 
profits taxes for the fiscal year 1946 amounted to $7,822 billion. 


May I ask where you got that figure ¢ 

Mr. Purzen.. We got it from the Treasury Department, Mr. Mason. 

Mr. Mason. It runs through my mind that our excess-profits tax 
has never in any year brought in that amount. 

Mr. Purzety, That is what I was told just the day before yester- 
day. The information came from the statistical unit of the Bureau. 

Mr. Mason. I see. 

Mr. Purzety, In fact, both of these figures did. 

Mr. Mason. I wanted to get verification of that because it is not 
according to my general recollection. Thank you. 

Mr. Jenkins. Are there any other questions? 

Mr. Urt. Yes. 

Mr. Jenkins. All right, Mr. Utt. 

Mr. Urr. Mr. Putzell, the. Monsanto Chemical Co., of course, is 
one of the largest, probably the largest, chemical companies in the 
United States, is it not? 

Mr. Purzetn, Sir, we wish we were the largest, but we are not. 

Mr. Urr. I want to discuss for a minute this carryback provision. 

Under the present law, the carryback provision expires as of December 
31, 1953. 
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Mr. Purzei. I think it expires as of July 1, 1953, under the present 
law, if 1 am not mistaken, except for fisc ‘al year companies. 

Mr. Urr. It would expire except for fisc al year companies. That is 
what I am getting at. The fiscal year companies it would actually 
carry over until July 1, 1953, would it not 

Mr. PurzeL, Depending on that fiscal year, that would probably 
be so. 

Mr. Urr. That is what I mean. It could carry into January of 
1954, February, March, April, May, and June for certain fiscal payers. 
They could take advantage of the carryback credit on excess-profits 
tax ¢ 

Mr. Purze... I am not so sure, sir. As you speak, I keep feeling 
less sure about it. As I recall, section 432, which is the carryback 
section of the excess-profits tax law, 1 think it very specifically refers 
to taxable years. 

Mr. Urr. You are correct. The question I intended to ask is: If 
we extend it 6 months it would carry the fiscal year payers into 1954 
up to July 1, giving them the entire fiscal year to carryback, and the 
calendar year would end on December 31 so that those payers could 
not get the advantage = that. 

Mr. Purzety. Yes, sir; there would be a ver y big difference between 
calendar and fiscal hee taxpayers. 

Mr. Urr. And about a third of the reporting corporations are 
fiscal year payers, are they not ¢ 

Mr. Purzeuy. At least a third. 

Mr. Urr. It is a third according to the figures. According to the 
statement of the Monsanto Chemical Co., in 1951, they paid $7,871,000 
in excess-profits taxes. In 1952, not only did they pay no excess- 
profits tax, but they took a credit of $1,614,000 against the payment 
which they made in 1951. That is correct? 

Mr. Purzetn. | remember the latter figure, Mr. Utt. I do not 
remember the former, but I assume it is so. 

Mr. Urr. So that you paid no excess-profits tax in 1952? 

Mr. Purzet. That is right. May I explain the reason? 

Mr. Urr. I do not care about the reason. Iam just trying to develop 
1e fact that we have before us a speculative figure of $800 million of 
possible excess- - ix collections during the extended period of 6 months. 
So far, I have been unable to find out how that $800 million has been 
arrived at because I cannot find any figures of the total excess-profits 
tax collections in 1952 less the refund, such as were paid to your 

company. I cannot find out how they anticipate collecting $800 mil- 
lion by the extension of this tax for 6 months. 

Mr. Purzevi. Of course, you realize we did not get a refund, sir? 

Mr. Urr. You took a tax credit against your normal and your 
surtax, did you not? ' 

Mr. Purzeci. That is right. You see, the way a carryback works 
is that if a company in the year, let us say, 1953, does not earn its 
base or excess-profits-tax credit, it is entitled to deduct from the ex- 

cess-profits-tax taxable income of an earlier year in which it did pay 
taxes, the difference between its excess-profits-tax taxable income and 
that base, so that actually there is an adjustment there. At least, 
we have not gotten any money back. 

Mr. Mason. You do not get any money back, but the Treasury has 
to give vou credit for that million dollars that you otherwise would 
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be paying which you do not have to pay because of the credit, so 
the Treasury is out that amount whether they hand you dollars back 
or not. 

Mr. Purzevi. That is right. 

Mr. Urr. The thing to which I am getting is that these excess- 
profits-tax credits are piling up to such a point that it is very possible 
they will absorb most of this anticipated $800 million income. Would 
you believe that that is possible # 

Mr. Purzeny. I do not know, sir. I think a lot depends on what 
kind of a year companies have in 1953, and whether or not there is 
any income subject to excess-profits taxes. From our own experi- 
ence, I would say that up to now in 1953 we are subject to a very sub- 
stantial excess-profits tax. 

Mr. Urr. According to your figures, in the first quarter in 1952, you 
had a liability of $441,000 for excess-profits tax. This year for the 
first x irter, it is $1,110,000 for the Monsanto Chemical Co. 

Mr. Purzeti. The first figure was for last year, 1952? 

Mr. Urr. Yes, sir, and the second was for 1953, so that you are 
anticipating you may pay unless the next 2 or 3 quarters taper off and 
you do not make your base. Then, of course, that would be wiped 
out. 

Mr. Purze.. That is right, sir, and the point I am trying to make 
here is that if next year as a result of all these factors which are 
beyond our control, the economic, defense, and so forth, business falls 
off, as has been the practice in the past and as is reflected in the income- 
tax law and in the present excess-profits law, by the very doctrine of 

carryback and carryforward, then it seems to us that it is unfair 
th: at a part of a defense period should be taken for tax purposes and 
not the whole. 

Mr. Urr. Are you a calendar-year payer, or a fiscal-year payer? 

Mr. Purze.y. Calendar year. 

Mr. Urr. So you will have this full year of 1953 for carryback if 
you need it ¢ 

Mr. Purzevi. Only at the 15 percent rate if the tax dies on June 
30, which is, I think, the way the law provides. 

Mr. Urr. That is correct. 

Mr. Purzeti- Everybody is subject to an annual tax, but at a 15 
percent rate this year, as I understand it. 

Mr. Urr. I think that is all that I wanted to ask you, but I did want 
to put in the record 1 or 2 figures, if I may. 

Mr. Jenkins. Without objection, it is so ordered. 

Mr. Urr. I want to do this because I reported yesterday on certain 
corporations which did not pay any excess-profits tax, but I did not 
carry the full impact of it. One of those was the Standard Oil Co. 
of California, which I said paid no excess-profits tax. I would like 
to say that in 1951 they did pay $6,700,000. In 1952, not only did they 
pay no excess-profits tax, but they received back exactly $6,700,000 
that they paid in the year before, so there was no gain whatsoever. 
Not only did the euaaire Department lose this $6 million excess- 
profits tax; they lost $12 million on the normal and surtax that the 
Standard Oil Co. was able to save because they were trying to avoid 
the excess-profits tax. In fighting a high tax, the Treasury lost far 
more than they would have gained if they had left the excess-profits 
tax off. 
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Yesterday we mentioned the Socony-Vacuum Co. In 1951, they 
paid $8,900,000 in excess-profits taxes. In 1952, they paid none and 
received back $7,600,000 of the $8 million that they paid in. 

Bethelehm Steel Co. received back $16 million of the $26 million 
they paid in. United States Steel received $15 million of the $90 
million that they paid in the previous year. 

It goes on down the list to the point where I can add up here in one 
short column of a few corporations listed on the New York Stock 
Exchange which have received credits refunds far in excess of $200 
million, so if the figures that are before us are based on the gross col- 
lection of excess-profits taxes and not the gross less the refunds, we 
have erroneous figures before us and it might be that the figure 
instead of being an $800 million collection might be a $800 million loss, 
if they can take advantage of all of the excess-profits-tax credits, and 
if we continue the tax for 6 months more it gives 6 additional months 
for the fiscal corporations to take a carryback into this year. 

Mr. Purzeti. May I make just one statement so that I can put the 
facts as far as I know them about my company straight ? 

Last year, 1952, business in our particular end of the economy fell 
out of bed and we ended up the year without being able to have 
anticipated that at the outset because we started putting aside re- 
serves for taxes, including excess-profits taxes, at the beginning of the 
year. We ended up with something like $6 million, between $5 and 
$6 million less of taxable income at the end of 1952 than we had the 
year before. The same condition can happen next year to us. That 
is the reason I am trying to make this point. 

The reason for our refund last year was that we had suffered a 
$6 million income loss, and this business of averaging out, talking tax 
theory now rather than the validity of a given excess-profits-tax law, 
the theory of averaging out over a period of years tax payments seems 
to be good economics and good sense. Otherwise, corporations are 
going to be subjected to heavy taxes when they have it and they are 
not going to be able to balance off when they do not have the income. 

Mr. Jenkins. Are there any further questions! If not, we thank 
you very much for your appearance. 

The next witness is Mr. Hollander. 

All right, Mr. Hollander, you may proceed. 


STATEMENT OF EDWARD D. HOLLANDER, NATIONAL DIRECTOR, 
AMERICANS FOR DEMOCRATIC ACTION 


Mr. Hoiianper. Thank you, sir. My name is Edward D. Hol- 
lander. I am national director of Americans for Democratic Action. 
I appear here today to present the views of Americans for Democratic 
Action. 

Mr. Mason. May I ask what this organization, Americans for Dem- 
ocratic Action, covers? Is it a group of numerous organizations, or 
is it just one organization ¢ 

Mr. Hotianper. It is just 1 organization, Mr. Mason, of about 
35,000 to 40,000 members in 100 or 125 chapters throughout the 
country. 

Mr. Mason. Then you have chapters all over? 

Mr. Hotianper. That is right. 

Mr. Jenkins. Do any of you pay income taxes as organizations? 
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Mr. Hottanper. Do we pay taxes as an organization ? 

Mr. Jenkins. Yes. Do you own anything! 

Mr. Hotianper. No,sir. We pay taxes as individuals. 

Americans for Democratic Action in its annual convention on May 
24, 1953, voted to support the retention of present taxes until a bal- 
anced budget can be achieved without weakening our national security 
or undermining our domestic social and welfare programs. 

Let me quote briefly from the policy statement approved at the con- 
vention : 

Faced as we are by an undiminished Communist threat and by increasing 
responsibilities of world leadership, our internal strength as well as our na- 
tional defense is threatened by the rapacious advocates of tax reduction. 

There should be no tax deductions until an expanding national income base 
or the reduction of expenditures without jeopardizing the national security 
makes tax reduction feasible. When that time comes, we favor first the reduction 
of personal income taxes to stimulate consumption as the foundation of economic 
growth. If still other tax reduction becomes possible, we favor removal of the 
excess-profits tax prior to reduction of corporate-tax rates. 

ADA therefore urges that the tax laws now on the books be ex- 
tended to maintain the present level of revenue during the fore- 
seeable future. If the tax laws now in effect are allowed to lapse, new 
taxes will be required. The prosperity of the domestic economy |is 
endangered by two current tax proposals; a national sales tax and a 
constitutional amendment to place a 25-percent limitation on indi- 
vidual income taxes. ADA believes that Federal revenue must con- 
tinue at a high level. 

Since we oppose the sales tax, whether collected at retail or as a 
manufacturers’ excise tax, we support the extension of the excess- 
profits tax to avoid alternatives which we consider worse for the 
economy. 

The need for continued high Federal revenues is obvious. The 
budget is not in balance, and at the present rates of national income 
and Federal expenditures there seems no sound reason for a reduction 
in revenues which would increase the deficit. We realize that budget 
deficits are necessary when the Nation is engaged in total war or 
in antideflationary activities where it would be impractical and unwise 
to cover the costs fully by taxes. We believe the country can and 
should support the level of expenditures required to maintain our 
defenses against the threat of world communism, through the military 
and economic strength of the United States and our allies. 

America is unusually fortunate in that its people—businessmen, 
farmers, and urban workers, alike—e njoy incomes high enough and 
stable enough to pay the taxes needed. ADA believes that it is the 
Congress’ duty to lead these prosperous people in sound national pol- 
icles, and not to be tempted by the easy political fruits of premature 
tax reduction. 

We are not surprised that spokesmen for business oppose the tax. 
As a shareholder in several businesses and a director of one, I can 
well understand this. But we are rather amused by some of the ar- 
guments they use to try to get rid of it. The spokesman for one na- 
tional business organization, for example, told you that such. a tax as 
you are considering here “ean only tend to freeze business at the pro- 
duction level reached at the time the tax is imposed.” Such predic- 
tions should not be made in retrospect. The fact is that, in 3 years’ 








EXCESS PROFITS TAX EXTENSION 683 






since this tax was imposed, industrial production has risen by more 
than 20 percent. 

We are amused by the crocodile tears over the impact of the tax 
on small business. Of course, it all depends on what you consider 
“small business;” but using a commonsense meaning of “small bus- 
iness,” we find the facts just the opposite: in 1950 (the latest year for 
which excess-profits-tax statistics are available) over 325,000 cor- 
porations with net income under $25,000 paid practically no excess- 
profits tax, and corporations with net incomes under $100,000 paid 
only about 5 percent of total excess-profits taxes, whereas 1,000 cor- 
porations with net incomes of $5 million or more paid more than 
60 percent of total excess-profits taxes. 

Representatives of business organizations have argued that the 
excess-profits tax has suppressed business initiative and business in- 
vestment. ‘Those who say so underrate the enterprise of American 
business. The record clearly shows that the rate of investment in 
business plant and equipment has increased nearly 50 percent since 
this tax was imposed. Furthermore, although the spokesmen for 
business proclaim that the successful businessman “finds little cash 
left after paying the tax bill, “official figures show that, of $23 billion 
invested by corporations in plant and equipment in 1952, $17.5 
billion was financed by internal sources—in other words, corporate 

cash—and less than one-third of this recordbreaking investment 
had to be raised by net new financing. 

Our point, Mr. Chairman, is that these dire predictions after the fact 
are contradicted by the facts themselves; that the excess-profits tax, 
although it has undoubtedly cost the shareholders many billions of 
dollars in dividends, has not prevented the rapid expansion of the 
economy, has yielded a great deal of revenue, and has raised most of 
it from Jarge, rich, and very profitable corporations. Though it is, of 
course, not an ideal tax—what tax is /—we believe it should be retained 
while the conditions of our defense program require it. We most 
emphatically believe that they do. When taxes can be prudently re- 
duced, we believe first consideration should be given to reduction of 
personal-income taxes, especially in the low-income brackets, and of 
excise taxes. 

Thank you very much, Mr, Chairman. 

Mr. Jenkins. Are there any questions ? 

Mr. Mason. I have no questions particularly, but I would like to 

say to Mr. Hollander, our witness, that I do not particularly like his 
designation of those who advocate tax reductions as “rapacious ad- 
vocates.” I do not like that word “r: apacious.” It connotes something 
that is not very desirable, and I would not mind debating with him 
sometime his statement “The prosperity of the domestic economy is 
endangered by two current tax proposals: A national sales tax and a 
constitutional amendment to place a 25-percent limitation on in- 
dividual-income taxes. 

Personally, as a student of taxation for over 40 years, I would say 
that either one of those two things would be much better for our 
economy as a whole, much better, and do one-thousandth the amount 
of damage to our economy that the excess-profits tax does. 

Mr. Hontianper. Mr. Mason, you have seniority over me, but I 
would be glad to debate these issues with you. I am sure the chairman 
would prefer we did not do it here. 
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Mr. Jenkins. Yes: you can debate that some other time. 
Are there any other questions ¢ 
Mr. Esernarrer. I am sure the gentleman did not mean anything 

reprehensible when he said “rapacious advocates of tax reduction.” 

because the definition here of “rapacious” is “excessively grasping or 
covetous; given to seizing or extorting what is coveted; ravenous.” 

I think that is correct ; ravenous for a tax reduction. 

Mr. Mason. It connotes something terrible. 

Mr. Epernarrer. It sounds worse than it really means. It means 
ravenous, and I think we are a little bit ravenous for a tax reduction. 
You are too. 

Mr. Mason. I am very, very determined to get it if possible. 

Mr. Exsernarrer. Then you can be included in the ravenous group. 

Mr. Hotianver. Mr. Chairman, quite seriously, the implication is 
that the rates of returns to the corporate shareholders have been, in 
spite of this tax, very generous, and we feel that to seek to increase 
them when it would be dangerous for the national economy is grasp- 
ing and ravenous. 

Mr. Mason. You cannot substantiate that statement because the rate 
of return to dividend holders in so many of these small corporations 
that have been hit so hard has been nil, and the rate of return to 
General Motors, and Ford, and several of the others who have not been 
hit hard at all, although, as you say in your statement, they do put 
up the bulk of the dollars, but so far as percentagewise on their busi- 
ness concern they are not even harmed in the least by these excess- 
profits taxes because in their base period they made 8, 10, or 12 percent 
profit, and that is the base period. Now they are only making 13 
percent; so they only have 1 percent to pay on, while the fellow who 
made nothing then or maybe 1 percent—and there were so many of 
our young growing ones—if he makes 10 percent, the same rate that 
General Motors is m: aking, then he has to pay on the whole 9 or 10 
percent. That is the unfairness of it. 

Mr. Eneruarrer. The size of the profits for the first quarter of 1953 
of corporations is the second highest in the history of the country. 

Mr. Mason. That is true. However, it does not have : any bearing 
on this proposition. 

Mr. Hotianper. Mr. Chairman, I am a shareholder and director 
in a business that is small by any definition that you might adopt, and 
we have struggled with the same problems that you heard from the 
representative of the Franks Corp. this afternoon, and I am well 
aware of the impact of the excess-profits tax. We have paid upon 
each year the last 3 years, and we have been trying to expand our 
sales and expand our profits, but I must confess that in spite of this 
we do find that the excess-profits tax is one of the things to be taken 
into account. Still we feel that the rate of return is what we have 
to put up with in times like these. 

Mr. Mason. Would you say it would not be more fair to increase 
the regular corporate rate of 52 percent to 53 or 54 percent if necessary 
in order to get rid of this shackle upon the small growing companies 
that are being hurt ? 

Mr. Hotianver. If we were to talk about revamping the corporate- 
tax structure or the tax structure in order to maintain the revenues, 
we would willingly grant that there would be pretty soon a time when 
the excess-profits tax would be one that you want to drop in the re- 
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vamping of the tax structure of the country, but I take it that is not 
the issue before you. The issue is whether to maintain this tax or to 
drop it as of July 1 

Mr. Jenkins. Are there any further questions / 

Mr. Mixis. I have just one question. 

Mr. Hollander, let me understand exactly the condition of your or- 
ganization. I listened to your statement. The proposition before the 
committee is the President’s request that the excess-profits tax be 
extended until January 1. Your organization is in accord with that 
position of the President / 

Mr. Hotianver. Unequivocally, yes, sir; that is right. 

Mr. Jenkins. Thank you, Mr. Hollander. If there are no further 
questions, the next witness is Mr. M. C. Jones, president of the M. ¢ 
Jones Electronics Co. 

We will be glad to hear from you, Mr. Jones. 


STATEMENT OF MACK C. JONES, PRESIDENT, M. C. JONES 
ELECTRONICS CO., INC., BRISTOL, CONN. 


Mr. Jones. My name is Mack C. Jones. I live in Unionville, Conn. 
I am president of the M. C. Jones Electronics Co., Inc., of Bristol, 
Conn. Iam pleased to have this opportunity to appear before a com- 
mittee of the House of Representatives. 

My company was ee in 1947 in its present location with two 
employees, myself and Mr. 8. T. Urbank, who is now executive vice 
president, At present we le approximately 50 people from 


Bristol and vicinity. 

We manufacture special electronic test and monitoring equipment 
which is used extensively to monitor and control radio transmitters 
of all types. Our customers include almost every manufacturer in 
the electronics industry, radio, TV, and FM broadcasting stations, 
mobile and fixed communication and service organizations, radio ama- 
teurs, and Government agencies. The products which we manufac 
ture are based on an original development which was carried out 
entirely by us with no Government assistance of any type. The 
development is covered by United States Letters Patent No. 2,588,390, 
issued March 11, 1952, to myself. 

I have here a sample of one of the many types of instruments which 
we manufacture. It is our model MM-706 RF power, but it has the 
unique ability of telling in which direction this RF power is traveling. 
Its ability to determine the direction of RF power flow over a wide 
range of frequencies makes this instrument je remely valuable in ad- 
justing all types of radio transmitters for best performance. It is 
also used to monitor these transmitters to detect and remedy troubles 
before they can become serious enough to cause an interruption of 
service. 

At present we are finding many new uses for these products, and 
within the limits of our ability, we are continuing development. work. 
This new development work, as well as other necessary expansion and 
modernization is being serious hampered by the excess-profits tax. 

Our company is still operating from the quarters in which it was 
founded. We are on the third floor of a frame building which is a 
veritable fire trap. Fire insurance rates in this building are approxi- 
mately ten times the rate in a modern factory building. Our floor 
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space is woefully inadequate. We need approximately three times 
our present space. 

In order to operate efficiently, and to feel that we are safe from fire, 
we should have our own single story masonry construction factory 
building. We have, from time to time, given thought to putting up 
such a building. Careful analysis has always shown that we cannot 
possibly earn enough money after taxes to afford it. 

Allowing excess-profits taxes to expire, and reducing the remaining 
taxes to something reasonable would allow small companies like mine 
to acquire the needed surplus to provide adequate buildings. It 
seems to me that everyone would benefit from the expansion which 
would result. 

The same story applies to other facilities which we desperately 
need. Many of our machines are old and antiquated. We do not 
have many of the facilities which we need for our manufacturing. 
As a result we must move our material from one plant to another 
for the performance of various manufacturing operations. Our test 
equipment is inadequate, and it must always be expanded to keep us 
abreast of a fast moving industry. 

Now, just a word about the shortage of engineering personnel in 
this country today. I am an electronics engineer, and I do most of 
the engineering work on the products which we manufacture. Most 
of my time today, however, it spent on problems which are brought 
about by excessive taxation—almost none of it is spent on engineer- 
ing, and our company was founded on engineering work which I had 
time to perform at one time. Today it is much more vital that we 
not work ourselves into a position where taxes can force us out of 
business than it is to design new and better products to manufacture. 

In order to understand fully the effect of excess-profits tax on our 
present operation, I would like to trace briefly the growth of our 
company. It was founded in 1947. This chart shows the total sales 
each year from then to date. To give you an idea of the amount, 
each of those horizontal] lines represents $100,000. As you can see, 
our total sales in 1953 will fall within two limits. The lower limit 
represents our sales to June 1, 1953, and the upper limit represents 
sales continuing at the same rate through the remainder of 1953, 

The business was operated as a proprietorship from 1947 and has 
operated since then as a corporation. Our experience with corpora 
tion taxes. and partici larly with excess-profits taxes is therefore 
limited to the calendar year 1952 and the year 1953 to date. These 
charts are intended to show the impact of taxes on these 2 years of 
operation. They represent the balance sheets of our company as of 
January 1, 1952, January 1, 1953, and three different estimates of 
balance sheets for January 1, 1954. 

Sales for the year 1952 were good, but we were advised by various 
tax counselors to avoid excess-profits taxes by reducing our volume 
of business near the end of the year. This was done, but even with 
this situation, the cash on hand as of January 1953 was not nearly 
sufficient to meet the tax obligation which was shortly to become due. 
This may be seen by comparing the first two balance sheets. The top 
line in blue represents the cash on hand. The chart at your left 
represents the beginning of the year; at your right, the end of the 
year. These two charts demonstrate not only the effect of taxes on 
small business, but the other problems related to maintaining adequate 
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cash reserves in the face of increasing inventories, capital expendi- 
tures, and increasing customer credit. These are all items on which 
taxes are computed but which never represent cash available for 
payment of taxes unless one wishes to liquidate the business. 

Just a word of explanation regarding these charts. ‘The top line, 
as I have indicated, represents cash on hand. ‘The second line in 
blue, represents accounts receivable; the third line, inventory; the 
fourth line, fixed assets; plant machinery and equipment; and the 
bottom line in both cases is the total. 

The liabilities are inred. The top line represents accounts payable; 
the next line, notes payable; the next line represents capital on left, 
and on right, it is taxes and then capital; and the bottom line is the 
total liability. 

The thing which I would like to point out in particular is that even 
though we had a successful year, at the end of the year, our taxable 
obligation was several times the amount of cash which was on hand 
in the operation. 

In the year of 1953, the full impact of excess-profits taxes has hit 
my company. Sales for the first 5 months of this year have almost 
equaled total sales for last year, and profits before taxes have also 
been measurably higher. The effect of this success has put us into 
a situation which we frankly do not know how to handle. 

To explain our problem and the impact of excess-profits tax, ] 
would like to show you the 3 estimated balance sheets for January 1, 
1954. These 3 balance sheets represent 3 different ways in whic +h we 
can conclude the year’s business. I would briefly like to explain them. 

The first is based on closing our doors today and conducting no 
more business. This, in effect, liquidates our company, and the results 
are shown in balance sheet A. This isthe only alternative which leaves 
us with enough cash to pay our taxes. 

The second is based on continuing operations at the present rate and 
at the present efficiency. Under this condition, it is doubtful that any 
bank in the country would be willing to loan us enough money to pay 
our taxes—and if they would, I would hesitate to undertake such an 
obligation. 

That is shown in balance sheet B, and the top line represents the 
cash which would be on hand. The next to tte beatae line in all of 
these 3 represents taxes. If you will note from balance sheet A, with 
the top line representing cash and the next to the bottom line taxes, 
there is a slight amount of money left after taxes were paid and then 
we would be through. However, if we wish to continue operations, the 
cash on hand represents a small amount of our total assets, most of our 
money being tied up in accounts receivable, in inventory, and in fixed 
assets, and there is a disparity of 3 or 4 to 1 in the amount of money 
which is required to pay our taxes. In other words, we would have 
to borrow 4 times perhaps the cash on hand at the end of the year in 
order to pay taxes. 

Mr. Mason. Then you would have to put up your accounts receiv- 
able as collateral for that cash. 

Mr. Jones. We would undoubtedly have to do that. We would have 
to go in hock to a bank and perhaps they would loan us 50 percent on 
our accounts receivable. However, that money is the money we need to 
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finance our business at the beginning of the following year, which we 
would not have, of course. 

This third balance sheet is based on continuing operation but at 
much reduced efficiency. This in effect means operating at a loss for 
the last 7 months of the year, so that the end result is a profit which is 
not considered excessive, so is not hit by the excess-profits tax. This 
type of operation, surprisingly enough, leaves the company in much 
better shape than the previous alternative of continuing efficient opera- 
tion. True, there is not enough cash available to pay the taxes, but the 
discrepancy is not so large. It is conceivable that cash might be 
available from the business operation by the time taxes have to be 
paid. 

Frankly, we are not sure just which course to follow. Offhand our 
observation is this. Without excess-profits taxes we can continue 
efficient operation and end up with a tolerable tax obligation. If 
excess-profits taxes are continued, we must operate so as to ‘lose money 
for the last 7 months of this year in order to stay in business. 

Put yourself in my position, gentlemen. Which course would you 
follow ¢ 

Considering all the above facts, I feel that excess-profits taxes are 
damaging to the economic health of this country, and should be 
allowed to expire as scheduled. 

Mr. Mites. Mr. Chairman, may I inquire? 

Mr. Mason (presiding). Yes, Mr. Mills. 

Mr. Mitts. Would you develop your point a little bit more on the 


third course, stay in business and continue to operate, but lose more 


money! Tell usa little bit more and why. 

Mr. Jones. It seems very strange that you would have to do that 
in order to stay in business, but I am, of course reluctant to personally 
undertake the obligation of underwriting a large loan to my business 
which is now and which has blossomed forth, as you can see from the 
chart. 1am not sure from the way the taxes are just how sound a 
position we are in. We cannot finance the taxes out of our operation. 
The bank will not loan us the money. We are too new a corporation. 
Therefore, unless we want to go in hock for everything we own to pay 
taxes and to underwrite the loan that would have to be made to the 
corporation, it is necessary for us now to pull in our horns after having 
operated for 5 months very efficiently and very profitably, and end up 
the year with no more profits than the previous year, 

Mr. Mason. You are really proposing in that third example that 
after 5 months of excellent and efficient work, for the next 7 months, 
you will deliberately have inefficiency and lose money on those 7 months 
in order to balance up at the end of the year so you will not have to 
pay excess-profits taxes ¢ 

Mr. Jones. That is the alternative which presents itself to us. I 
might say it is not difficult to lose money and that we have to lay 
no special plans todothat. The difficult thing, of course, is to operate 
business efficiently. 

Mr. Miuuis. My point was this: According to your charts there, a 
lot of the difference between the charts is reflected in whether your 
assets are in cash, whether they are in inventories, or whether they are 
in accounts receivable, 

Mr. Jones. That is true. 
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Mr. Mints. In your last chart, chart C, where you continue in busi- 
ness, your cash is down. Your inventories and your accounts receiv- 
able are extended more. In other words, you have more dollars in 
accounts receivable and in inventories than you do in actual eash. On 
the other side, chart B, you have more in accounts receivable than 
anything else. You show there that your cash, aceounts receivable, 
und inventory would be greater than in chart C, putting the three 
together. 

Mr. Jonrs, That is true. 

Mr. Mints. What I want to know is why. 

Mr. Jones. Why would they be greater ¢ 

Mr. Minxs. Why would your assets be greater if you discontinued 
operation / 

Mr. Jones. I am not saying that the assets would be greater. I am 
saying that we would not have to borrow any money perhaps to pay 
taxes. 

Mr. Mitus. My point is this: If your charts are based upon each 
block representing so many dollars, and the same in each instance, it 
would lead me to the conclusion that if you work all year and sell your 
product all year, and apparently on a per unit sale you make a profit, 
still you end up with less assets than you do in chart B which is for less 
thana full year. 

Mr. Jones. Perhaps I misled you. Chart B is where we operate 
efficiently all year long. Chart C represents the condition where we 
would slow down operations. 

Mr. Mixts. I misunderstood you then. I was thinking it was just 
the reverse. 

Mr. Jones. The significant line on those charts is the top line which 
represents cash and the next to the bottom line which represents taxes. 
It is by comparing those two in charts B and C that you can see our 
position for the end of the year. Assuming that we do not close down 
and we continue to operate, shish situation would you rather find 
yourself in? Each one of those vertical lines represents $25,000. 

Mr. Mus. I had it just completely reversed. I misunderstood 
what chart B represented. 

Mr. Mason. There is another alternative, is there not, for this young, 
fast-growing, efficient organization: To sell at a hundred percent plus 
to some large organization and be lost there and come out with a few 
dollars of profit because of your exertion over the last 5 or 6 years ¢ 

Mr. Jones. That is true, sir, and we have given very serious con- 
sideration to that from time to time. In fact, we have a proposal 
now which we may or may not accept, depending on what this com- 
mittee does on taxes. 

Mr. Mason. That is the thing that is going on all over the country. 
All these little fast-growing, healthy industries are being gobbled up by 
the bigger ones and being incorporated, and big business is getting 
bigger, and so forth. 

Mr. Jones. That is exactly true. 

Mr. Mason. That is not a very healthy position when we are forced 
into that by the use of this tax. 

Are there any further questions ? 

Mr. Jones, we thank you for painting a very clear picture, a pic- 
ture that ought to be convincing to the members who have heard it. 
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Mr. Mitzs. Mr. Chairman, there was one other question I had in 
mind. 

Mr. Jones, you must have had some very compelling reasons to 
incorporate your business in the middle of a period of excess-profits 
tax. I do not mean to have you divulge them to the committee, but 
normally I would think that a proprietorship would not incorporate 
during a period of an excess-profits tax. 

Mr. Jones. Mr. Mills, the business was becoming too large for me 
personally to undertake the liability and that is one of the important 
things. I am not sure that it was wise, as I look back, but we have 
done it. 

Mr. Mitts. I wanted the record to show that there was some justifi- 
able reason. 

Mr. Mason. We thank you, Mr. Jones, for your testimony. 

Mr. Jones. Thank you for allowing me to appear. 

Mr. Mason. That concludes the testimony listed for today. The 
committee will adjourn until 10 o'clock in the morning. 

(The following statement was submitted for the record :) 


RApIO-TELEVISION MANUFACTURERS ASSOCTATION, 
Washington, D. C., June 17, 1953. 
Hon. DANTE A. REED, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 

Dr,ar Mr. Reev: This statement is presented on behalf of the Radio-Television 
Manufacturers Association. Our membership of 353 embraces almost all manu- 
facturers of radio, television, and electronic equipment. We appreciate this 
opportunity to explain our opposition to the proposed extension of the excess- 
profits tax 

Our industry’s experience demonstrates that the excess-profits tax is highly 
discriminatory and its burden does not conform to any generally accepted 
standard of equity. While we recognize that it does collect some revenue, this 
tax frequently—if not generally—requires disproportionately large payments 
from some firms and little, if any, from others in substantially the same position. 

In a published statement, your committee, in February 1953, described very 
well our objections to this tax, and we would like to quote it again here. Your 
committee said: 

“The excess-profits tax shackles new, small, and growing corporations, the tax 
tends to favor old and well-established businesses with large earnings ex- 
perienced during the period 1946-49. Small, new, or growing businesses without 
adequate base-period experience are penalized by the excess-profits tax despite 
palliatives in the law intended to remove this discrimination.” 

Your conclusions about the unsuitability of the present law for new and grow- 
ing cory-:rations are eloquently illustrated by our industry’s experience, for it 
is composed predominantly of new and small firms in a very rapidly growing 
industry. Literally hundreds of new companies have been attracted to the elec- 
tronics field by its limitless expansion possibilities. Entry in this industry has 
een fostered by the relatively small capital required to engage in the manufac- 
ture of most component parts and by the wide and growing market for them. 
The upshot is that most firms in this industry are characteristically both new and 
small About 72 percent have fewer than 500 employees. 

The rapid growth of the television industry is a matter of common knowledge. 
The astronomical rise in sales (chart I), plant facilities and employment 
(chart IL) constitutes a record of which we are proud. In 1946 television sales 
barely reached a few million dollars; this year they are measured in hundreds 
of millions. The years ahead promise further expansion. The lifting of the 
television broadcasting station freeze has opened a whole new market frontier. 
As the right-hand section of chart I shows, production of television sets so far in 
1953 has spectacularly exceeded the 1950 rate, the previous peak. Color tele- 
vision may be expected to add enormously to the popular demand for the products 
of this already growing industry. New industrial and commercial applications 
of electronics—in particular, of television—are daily opening up. Our industry 
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has barely reached the adolescent state and the end of its rapid growth is not 
yet in sight. 

We would like to illustrate from our own experience how the present excess 
profits tax has penalized tirms of the type on which this country depends for 
an expanding and vibrant economy. 

Due to the excess-profits tax, our rapidly growing industry has had higher 
effective tax rates on net income than the average of all manufacturing corpora- 
tions, of all durable goods producers, and of all nondurable goods producers in 
each of the last3 years. (See following table and chart III.) 


Comparison of effective tax rates for radio-television-electronics industry and 
other industry groups 


All manufacturing corporations 

All durable goods manufacturers 

All nondurable goods manufacturers 
Television companies 


Source: Schedule for chart II 


This heavy tax burden on our industry cannot be justified on grounds of equity 
We were compelled to pay inordinately high taxes, not because we received large 
defense orders or were indirectly enriched by the defense program. On the con 
trary, the facts demonstrate that our industry was more a casualty than a bene 
ticiary of the defense program. More specifically, it probably reduced, rather 
than inflated, television companies’ earnings on the average. 

Qur industry’s normal growth pattern was throttled by Government regula- 
tions. The FCC freeze on the construction of new television stations, imposed 
in 1948, began really to burt the industry in 1951. By then the market areas 
defined by prefreeze allocation of channels were fairly well saturated. Still 
more than half the national market for television sets remained outside the range 
of TV broadcasting. These markets could not be tapped until licenses were 
granted to additional stations. On top of this artificial restriction of the scope 
of the market for sets, the ban on color television curtailed the replacement 
market in established reception areas. 

Despite the fact that our industry was thus rigorously restricted at a time 
when most other industries were actually being stimulated by the defense pro- 
gram, we were subjected to an effective tax rate significantly higher than that 
of manufacturing corporations in general. 

As indicated above, our exceptionally high effective tax rate is not traceable 
to heavy military orders. The restriction of the ordinarly civilian markets for 
electronics equipment undoubtedly cut the industry's profits far more than mili 
tary orders could offset. In fact, in 1950 and 1951 when the controls and regu- 
lations prompted by the defense emergency kept us out of the major untapped 
TV market, military orders for electronics were relatively small. Moreover, 
practically all these military orders were subject to renegotiation and price rede 
termination. As a result, while profits before taxes of all manufacturing cor 
porations increased 11 percent between 1950 and 1951,’ those of television com 
panies * fell 3 percent. The lifting of the station freeze in mid-1952 helped the 
industry earn more profits last year than the year before, but they still fell short 
of 1950 levels. It is plain, therefore, that the exceptionally high effective tax 
rate borne by television companies since the excess-profits tax was imposed can 
not be attributed to a spurt in business directly or indirectly induced by the 
defense emergency. Had there been no unusual controls and regulations, pretax 
profits in this industry would unquestionably have been higher than those actually 
realized. 

Why, then, was our industry burdened with an exceptionally high effective tax 
rate? As pointed out in the statement of your committee quoted above, the ex- 
cess-profits tax penalizes growing industries. Our industry, the most rapidly 
growing of all, was the victim of an unfortunate combination of circumstances. 


1U. S. Department of Commerce, Office of Business Economics, Survey of Curr 
Business, July 1952, p. 9 

Standard & Poor's Corp., Corporation Records, and Moody's Investors Service, Moody's 
Manual of Investments, Industrials. 
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The years of most rapid expansion of its sales and profits were the very years 
when corporation income tax rates were unprecedently high and the excess-profits 
tax virtually extinguished all traces of the so-called excess. For, as the excess 
profits tax was drafted, it treated our normal growth as if it were the result 
of the defense program. Nothing could be further from the fact. Yet, precisely, 
there is the clue to our disproportionately high effective tax rate. 

The excess-profits tax is a bad tax judged by concrete experience, not solely 
because it discriminates among industries, but also because it discriminates 
among firms in our industry. In neither respect is the discrimination grounded 
on reason or any apparent principle of equity. In general, it lays a relatively 
heavier burden on new firms than old ones, on small firms than big ones, and on 
nonintegrated firms than on their integrated competitors. 

That no basic principle of equity underlies these inequalities in effective tax 
rate is attested by the wide disparity in the relative tax burden of competitors 
in the industry, whether the burden is measured by the relationship of taxes 
paid to sales, to profits before taxes, to invested capital, or otherwise, and by 
the erratic changes from year to year in the relative tax burden of individual 
firms. 

Chart 1V graphically demonstrates the extreme variation in the percentage 
of income in each of the years 1950-52 paid out for Federal corporate income 
(and excess profits) taxes by 26 television companies which together accounted 
for a major segment of the industry’s sales. In 1952, 18 percentage points 
separated the effective tax rate of the most heavily taxed firm from that of the 
least heavily taxed firm. 

Ranking the companies in this group according to their effective tax rate in 
each of the excess-profits-tax years, the order of precedence discloses no con 
sistent pattern. The company that ranked 13th in 1950, for example, stood at 
the top of the list in 1951 and ranked 20th in 1952. The following table shows 
how wide are the changes from year to year in relative tax burden resulting from 
the excess-profits tax. 


26 television companies ranked from highest to lowest—Effective tar rate 
1950, 1951, and 1952 


Rank in Rank in 
Company number Company number 
1950 1951 1951 


i Deficit. 


Source: Based on data obtained from Moody’s Investors Service, Moody’s Manual of Investments, 
Industrials, and Standard & Poor’s Corp., Corporation Records. 


The foregoing review of actual experience under the present excess-profits tax 
shows that it has laid a discriminatory burden on whole industries and on some 
members thereof relative to others. In the case of our industry, it has been 
particularly prejudicial because of our rapid growth. It is true that the present 
excess-profits-tax law attempts to make some allowance for growth. But as the 
above analysis shows these provisions have not prevented discrimination against 
the rapidly growing television industry. The so-called growth formula does not 
eliminate the inequities of the tax, mainly for two reasons. 
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(A) MANY COMPANIES COULD MEET THE RIGID QUALIFICATION PROVISIONS BECAUSE 


THEIR GROWTH DID NOT OCCUR IN THE PRECISE PERIOD AND MANNER SPECIFIED IN 
THE FORMULA 


Companies unable to qualify under the growth formula were compelled to use 
the standard 1946-49 base period in computing their excess-profit-tax credit, even 
though no worse years could have been selected as representative of normal 
conditions in our industry. These were the years of this industry's infancy and 
protitless development. Moreover, large stocks of war surplus electronic equip 
ment overhung the market and their disposal at knock-down prices disrupted 
legitimate trade.“ At the same time production of military electronic items was 
reduced to insignificant proportions. Consequently, firms that could not qualify 
under the growth formula received a tax credit that it would be an exaggeration 
to call meager. 


(B) THE USE OF ANY PAST PERIOD AS A BASE FOR MEASURING EXCESS-PROFITS TAX 
LIABILITY IS LIKELY TO BE UNFAIR TO A YOUTHFUL INDUSTRY, PARTICULARILY ONE 
GROWING AS FAST AS THE TELEVISION INDUSTRY 


Television growth has barely begun. In these circumstances the use of past 
experience to determine excess-profits tax liability is bound to prejudice the 
industry, retard its development, and distort the whole economic picture. <A 
growth industry is, by definition, one that would keep on expanding faster than 
the rest of the national economy even if rearmament were not undertaken. We 
would emphasize the practical certainty that civilian electronics business would 
continue to expand after the “growth formula” base period (1949-50) much more 
rapidly than the economy as a whole. Actually, as chart I shows, TV unit sales 
in 1953 are running 29 percent greater than in 1950, although production generally 
is currently running at a level only 10 percent above that of 1950. Yet the growth 
formula treats all expansion after 1949-50 as if it were solely the result of the 
defense program. 

At botom, it is clear the failure of the growth formula to provide an equitable 
tax liability for fast-growing industries results from its static nature. No year 
in the past can measure the “normal” earnings of a genuine growth industry. 
Fairly and adequately to measure growth requires a dynamic formula—one in 
which the tax credit allows for normal expansion beyond the base period, 

Besides incorporating the specious principle of a static base, the growth 
formula is defective on another score. It does not carry out the manifest 
intent of Congress. In drafting this growth formula, Congress clearly aimed at 
taxing youthful industries like ours at the same rate on their normal civilian 
business as manufacturing industry generally. Yet in 1950, a year in which 
actual deliveries of military items ordered to meet the Korean emergency were 
trifling, the effective tax rate for television manufacturers was ten percent 
higher than it was for all manufacturing corporations (chart III). Consequently, 
the growth formula as it now stands carries over to subsequent years a higher 
effective tax rate for our industry than Congress intended it should pay. 

Not all the objectionable features of the excess-profits tax, even as it affects 
our own industry, can be discussed within the limits suitable to this statement. 
But one other effect of the law should not pass unmentioned: The provision that 
discourages small companies from increasing production of military electronic 
equipment. That provision denies the special relief granted new firms in their 
first 5 years of operation to companies with more than half of their business 
subject to renegotiation. Rather than lose that relief, some companies under- 
standably have declined orders for military equipment. Certainly a law that 
deters firms from participating in the defense program is unsuited to the present 
emergency. 

To sum up, then, the experience of our industry under the present excess- 
profits tax shows it to be grossly discriminatory. It discriminates among indus- 
tries—to wit, imposing on television manufacturers a higher effective tax rate 
than it imposes on manufacturing industry in general. It discriminates among 
firms within our industry—imposing a relatively much heavier tax burden on 
some than on others. Moreover, the relative burden varies greatly from year 
to year, without rhyme or reason. The growth formula has proved deficient not 


>A total of $810,000,000 in war surplus was disposed of by the Government between 
1945 and the end of 1948 at an average discount from original cost of 89 percent (War 


Assets Administration, Quarterly Progress Report to the Congress, various issues. ) 
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only in its basic 


conception, but likewise in its practical application. 
the law as it st: 


Finally, 


geri 


nds discourages firms from participating in the defense pro 


In short, our experience fully confirms the conclusion of your committee that 


he excess-profits tax, by penalizing new, small, and growing business, is intoler 
ably discriminatory. 


rhis tax is acknowledged by practically every fiscal expert 
to be the worst tax in its economic effects. We humbly suggest as a slogan for 
Congress in revising the tax system, “Worst things first.” 
The excess-proiits tax should not be extended beyond Junie 30, 1953, but should 
tively remedy 


its deficiencies as it applies to members in 


be amended to retroa 


our industry. 
Respec tfully submitted 


ut 


RADIO-TELEVISION MANUFACTURERS 


ASSOCIATION, 
A. D. PLAMONDON, Jr., President. 
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Schedule for chart I—Total sales of television sets and total sales of all manu 
facturing and of durable-goods industries, 1946-53, inclusive, and change in 
output, from 1950 to 1953, of television sets, durable consumer goods, and non 
durable goods 


Sales 


lelevision All manufac Durable 


sets turing goods 


usands Millions Millions 
$1, 205 $136, 906 $52, 723 


1, 428 77, 777 73, 434 

5, 963 197, 115 &3, 651 
209 184, 479 78, 510 
169 215, 717 7,194 
029 251, 210 
634 256, 561 

O51 300, 320 


1947 — 1949 = 100] 


Federal Reserve index Federal 
of output Reserve 

dex of 
production 

of nondur 

ible goods 


(3 


applying 
it of television sets after adjusting for seasonal variation 
vision Manufacturers Association and first 4 months of 
1 ym set n 1952 
t Office of Business Economics. 1946-1948, Na 
1949-1951, Survey of Current Business, July 1952, p. 23. 1952, 


recent 


n sales from 1951 to 1952 as computed by the 


lata, 1953: Estimated by annualizing first- 
Business, May 1953, p. 8-3 


» Systen 
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ANUFACTURERS AS SIATION 


N SIX YEARS TELEVISION COMPANIES ADDED MORE PLANT AND EQUIPMENT 
NCREASED EMPLOYMENT FASTER THAN INDUSTRY IN GENERAL 


Equipment (19/,62100) Per Cent 


L145 


Television 


Investors Service; Standard & Poor's rporatio 
tates rtme nt Commerce; ited States VLepartment 
States Treasury Denartment. 


srepered 8 
BONI, WATKINS, MOUNTEER & co. 


incorporated 
Consulting Economists New Vert, New York 
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Schedule for chart II—Net value of plant and equipment of 26 television com 
panies and of all corporations, 1946-52, inclusive, and changes in employment, 
from 1947 to 1952, in the television, all manufacturing, durable-goods, and non- 
durable-goods industries 

[Index (1946 = 100)] 


Net value of plant and equipment 


26 television companies All corporations 


Millions Percent Millions | Percent 


(a) (2) (3) 


1946 $100, 329 
1947 5 112, 194 | 
1948 125, 650 | 
1949 135, 617 
1950 , 145, 654 | 
1951 158, 878 
1952 : : 75, 560 


{In thousands} 


Total number of employees 


Non- 
durable 
goods 


Tele- All Durable 


manu- 
vis n : roods 
i= facturing} ® 1 


(6) (7) 8 


15, 290 8, 372 6, 918 
16, 209 9, 262 6, 946 
106. 0 110. 6 100. 4 


Source 1) Moody's Investors Service, Moody’s Manual of Investments, Industrials. Standard & 
Poor’s Corp., Corporation Records 

3) 1946-49: U. 5S. Treasury Department, Bureau of Internal Revenue, special releases. 1950-52: Based 
on “‘splicing’’ to the Treasury Department series for the years in question the annual rate of increase in the 
expenditures for new plant and equipment reported by the U. 8. Department of Commerce, Office of Busi 
ness Economics, in the Survey of Current Business, July 1951 and July 1952, p. S-1,and April 1953, p. 9, and 
in Business Statistics, 1951 ed., p. 9. 

5) 1947: U. 8S. Department of Commerce, Bureau of the Census, 1951 Annual Survey of Manufactures 
1952: Derived by applying to the total number of employees in 1951 (as reported in the 1951 Annual Survey 
of Manufactures), the Bureau of Labor Statistics index (1951= 100) of all employees in the television manu- 
facturing industry for 1952. 

6), (7), and (8) U. 8. Department of Labor, Bureau of Labor Statistics, employment, hours, and earning 


releases, 
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Schedule for chart III 
all manufactures 


Effective tax rates for 26 television companies and for 
inclusive 


durable-goods, and nondurable-goods industries, 1950-52, 


Net Feder n- . 
al in- | Effective 
income come (and 
tax rate 
profits) »\ 2 
+ (2)+(1) 
taxes 2 


Millions 
$425 

10, 644 

6, 217 


4,426 


01 
027 


goods 


levision companies 


ufactur 


ral an ite income (and profits 
t State income taxes 

\ ‘ 4 ite incor es were derived by taking 
» between profits before § I ‘ederal income (and profit xes and profits before Federal 


to profi 
pro 


ind profits) taxes show! 


Derived from: Moody’s Investors Service, Moody’s Manual of In ments, Industrials; Stand- 
epartment of Commerce, O 


US oa ae i ice of Business Economics, 
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Schedule for chart 1V—Distribution of 24° television companies by effective tar 
rates, 1950-52, inclusive 


Number of companies 





Effective tax rate (percent) mihi mime ow 
1950 1951 | 1952 


35 to 39.99.___ — 4 0} 0 
40 to 44.99___. ee 2 0} 0 
45 to 49.99 ‘ 8 3 | 0 
50 to 54.99 9 6 10 
55 to 59.99___. 1 3 | 5 
60 to 64.99 0 6 3 
65 to 69.99 0 6! 6 


' Excludes 2 companies reporting deficits in 1 or more years 


Source: Derived from: Moody’s Investors Service, Moody’s Manual of Investments, Industrials. Stand- 
ard & Poor's Corp., Corporation Records 


APPENDIX 1 


RADIO-TELEVISION MANUFACTURERS ASSOCIATION—26 COMPANIES INCLUDED IN 
THE TELEVISION GrRovUP 


Admiral Corp. 

Aerovox Corp. 

Cornell-Dubilier Electric Corp. 
Du Mont (Allen B.) Laboratories, Inc. 
Emerson Radio & Phonograph Corp. 
General Electric Co, 

The General Industries Co 
General Instrument Corp. 
Hoffman Radio Corp. 
International Resistance Co. 
The Magnavox Co. 

Mallory (P. R.) & Co., Inc 
Motorola, Inc. 

The Muter Co 

Packard-Bell Co 

Philco Corp. 

Radio Corporation of America, 
Raytheon Manufacturing Co. 
Sangamo Electric Co. 

The Sparks-Withington Co 
Sprague Electric Co. 
Stromberg-Carlson Co. 
Sylvania Electric Products, Inc 
Wells-Gardner & Co. 
Westinghouse Electric Corp 
Zenith Radio Corp. 


(Whereupon, at 2:30 p. m., the committee recessed, to reconvene at 
10 a. m., Saturday, June 13, 1953.) 
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SATURDAY, JUNE 13, 1953 


House or REPRESENTATIVES, 
ComMMITTEE ON Ways AND Means, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Daniel A. Reed (chairman) 
presiding. 

The CHarrmMan. The committee will come to order. 

I am going to present a statement at the start. 

At the request of the administration, this committee has been con- 
ducting hearings on a proposal to extend the excess-profits tax beyond 
the expiration date fixed by the Congress. We have heard proponents 
and opponents of this proposal. Other than the spokesmen for the 
executive department and representatives of a few such organizations 
as the CIO, the ADA, and the Committee for Economic Development, 
we have witnessed a parade of determined opposition to the extension 
of the excess-profits tax. 

In my considered opinion, the administration has failed to make a 
case. It has taken the position that the excess-profits tax is an un- 
economic and undesirable levy but because the tax produces some 
immediate revenue it should be retained. This contention is based on 
the false philosophy that the end justifies the means. And it is a 
shortsighted viewpoint—so narrow, in fact, that it deals with only 
the 6 months ahead. It fails miserably to fuily comprehend the evils 
inherent in the excess-profits tax. It ignores the indisputable fact 
that this vicious tax is discriminatory, that it does irreparable harm 
to small business, and that it possesses a direct threat to our general 
long-range economic stability. 

Tax and economic experts are unanimous in their condemnation of 
the tax. The sooner it is erased from the statute books the better it 
will be for our economic health. 

The plain, unvarnished truth is that no necessity exists for its con- 
tinuation, despite administration protests to the contrary. This tax 
can be permitted to die, and the revenue it will produce in the next 
6 months can be made up through other economies effected in our Gov- 
ernment operations. The Treasury Department estimates that in that 
period it will produce $800 million in revenue. That, in my opinion, 
is entirely too high. 

But taking the Department’s own figure, we can, by cutting foreign 
aid an additional $2 billion and by saving another $2 billion as the 
result of an end to the fighting in Korea, justify the elimination of the 
excess-profits tax and at the same time permit the passage of an indi- 
vidual income-tax reduction measure now pending before the House 
Rules Committee. This can be accomplished without impairment of 
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our financial position and without in any manner reducing,our essen 
tial defense program. 

The administration can no more justify an expenditure of $5.4 bil- 
lion in the next fiscal year for foreign assistance than it can stify 
continuation of the excess-profits tax. A grant of $3.4 billion plus the 
billions in unexpended funds left from past. appropriations would be 
suflicient for the needs of our allies. Certainly it would not buy less 
cooperation than we have been receiving in recent years, despite the 
expenditure of more than $45 billion in foreign assistance since the 
end of World War IL. 

It is high time, in my opinion—and I know that millions of our citi- 
zens share that opinion—that we pay some attention to our own people 
and the other economic needs of our own country. It is most unfair 
to expect Americans to play Santa Claus indefinitely to other people 
throughout the world. There is no reason that I can see why we should 
finance the coming reduction in British taxes for the citizens of Eng- 
land and completely ignore the crying necessity for tax relief for our 
own overburdened taxpayers. 

The administration will merit the confidence of the people of 
America only if it fairly represents the best interests of our people. 
And the best interests of our people demand an immediate individual 
income-tax reduction and an immediate end to the vicious excess- 
profits tax. 

I was taught at my mother’s knee that charity begins at home. Let 

is, after years of generosity to our neighbors, recognize the fact that 
our people should be permitted to enjoy more of the fruits of our 
labor. Let me repeat that this can be done without in any wise im- 
pairing our own necessary defense buildup and without danger to our 
efforts to build a united front against Communist aggression. 

Mr. Mason. Mr. Chairman, that is a very, very strong statement, 
and I want to say I subscribe to every word of it. 

The Cuamman. Thank you. 

Now I would like to insert at this point a short article that appears 
in the Herald Tribune dated June 12. Jesse Wolcott, chairman of the 
great Banking and Currency Committee of the House, made a speech 
there, in which it appears that Mr. Wolcott advises the dropping of 
the excess-profits tax. I would like to insert that in the record. I 
understand he made a very powerful speech. 

Is there objection ? 

The Chair hears none. 

(The matter submitted for the record is as follows :) 


WoLcorr ApvIsEs “Drop Prorirs Tax” 


ATLANTIC Crry, June 12.—Dropping of the excess-profits tax after the June 30 
expiration date was advocated today by Representative Jesse P. Wolcott, Repub- 
lican, of Michigan, chairman of the House Committee on Banking and Currency, 
as a means of increasing productivity and other revenues. Representative Wol- 
cott addressed the 35th annual convention of the District of Columbia Bankers’ 
Association. “If the bill for an extension of 6 months does reach the floor of 
Congress, it will pass by a very small majority,” Representative Wolcott predicted. 

“When taxes are reduced even slightly, more money is made available for in- 
vestment. Business and agriculture get expansion capital from profits. 

“IT am not sure we shouldn’t take the calculated risk of allowing the tax to 
expire and see if production won’t increase. It will mean larger returns in other 
types of taxation.” 
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The Cuamman. Also, without objection, I would like to incorporate 
in the record a statement from the Great Central Insurance Co., of 
Peoria, Ill.; a letter from Mr. L. D. Fedderman, president of the 
Interstate Engineering Corp., of El Segundo, Calif.; and a letter 
from Mr. Floyd F. Beechwood, president of the Mid-Western Ma- 
chinery Co., of Joplin, Mo.; a letter from the Charles L. Rumrill & 
Co., of Rochester, N. Y., originally scheduled to appear but offering a 
statement in leu of appearance, the statement to be furnished the mem- 
bers at this time; and a statement from Mr. J. T. Lewis, Jr., president 
of the Lewis Welding & Engineering Corp., of Bedford, Ohio, in lieu 
of a personal appearance. 

(The matters above referred to are as follows :) 


CuHIcAGO, ILL., June 13, 19538 
Re Proposed amendment to section 489 (b) (2) of the Excess-Profits Tax Act 
of 1950 
Mr. Gorpon GRAND, Jr., 
Clerk, House of Representatives Ways and Means Committee, 
United States Congress, Washington, D. C. 

Dear Str: We sent you the following telegram on June 11, 1953: 

“Request permission to insert in record of hearings on excess-profits tax ob- 
jection of Great Central Insurance Co., Peoria, IIL, to any extension of tax law, 
If Congress should deem such extension advisable, Great Central Insurance Co. 
desires to Submit an amendment permitting an insurance company to annualize 
its premiums collected other than annually in determining its pro rata unearned 
premiums under the law. Will have memorandum to you by June 15 or 16. Re- 
zret inability to do so earlier.” 

This letter supplements the telegram and presents our proposed amendment 
to the Excess-Profits Tax Act on behalf of Great Central Insurance Co., Peoria, 
Ill. We regret that we were unable to have the comptroller of the company avail- 
able to testify at the hearings, but he was unavailable because of business on the 
west coast. 

We propose the following amendment to section 439 (b) (2), the new material 
being indicated by italics: 

“(2) In the case of an insurance company, an amount equal to 66% per centum 
of the mean of the amount of the pro rata unearned portion of premiums written 
on an annual basis or annualized if written other than annually, determined at 
the beginning and end of the taxable year, plus” 

The purpose of this amendment is to correct inequities in the present law 
between insurance companies writing on an annual premium basis and those writ- 
ing on a monthly, quarterly or semiannual premium basis. The unearned pre- 
nium reserves on policies written for less than a year are proportionately lower 
than the reserves on policies written on an annual basis. If all companies are 
permitted to calculate their unearned premiums on an annual basis, i. e., an- 
nualized, they would then have the same unearned premium reserve credit under 
the Excess-Profits Tax Act on a given annual volume of business. 

Our amendment involves a request for relief arising from the failure of the 
Excess-Profits Tax Act of 1950, to authorize an insurance company collecting 
premiums on the semiannual, quarterly or monthly payment basis to annualize 
its unearned premiums in arriving at the borrowed capital credit and thus obtain 
the same degree of credit afforded annual premium companies. The act does not 
prohibit such action, but in the absence of permissive language, a semiannual, 
quarterly or monthly premium company calculating its borrowed capital credit 
on the same basis as an annual premium company might well be assessed sub- 
stantial tax deficiencies plus penalties. 

As now constituted, excess-profits taxes are computed as an additional tax 
over and above the other corporate income tax and with minor adjustments, the 
taxable net income, or profit dollar, of the corporation serves as the base for both 
the income and the excess-profits tax. 

In the case of excess-profits taxes, however, a credit equivalent to that portion 
of the corporation’s net taxable income considered to be normal, is allowed the 
taxpayer before applying the additional or excess-profits tax rate to such profit 
dollar. This credit is the standard prescribed for determining what portion of 
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a corporation’s net taxable income is not considered to be excessive and as ap- 
plied to most insurance companies, there are two methods of computation : 

(a) an income credit based on income experience, and 

(b) an invested capital credit based upon designated rates of return on the 
amount of invested capital. 

Section 437 of the excess-profits tax of 1950 sets forth the method of comput- 
ing the invested capital credit allowed corporations and, generally speaking, 
such credit is the sum of: 

1. The equity capital at the beginning of the taxable year. 

The capital addition for the taxable year. 
Seventy-five percent of the average borrowed capital for the year, 
The recent loss adjustment. 

Insurance companies by the very nature of their business present earning- 
capacity problems differing from those of the ordinary mereantile, manufacturing, 
or commercial corporation. Consideration is given to these unusual character- 
istics of the insurance business in defining items and accounts that may be 
construed or allowed in determining the invested capital credit of stock casualty 
and stock fire insurance companies, but failure to recognize an existing variance 
in the method of effecting premium collections among these same stock casualty 
and stock fire insurance companies has resulted in inequities which we feel 
Congress had no intention of creating. These inequities arise in the determina- 
tion of the credit allowed for borrowed capital. 

Section 489 (b) (2) of the act permits an insurance company to include in 
its borrowed capital credit an amount equal to 6624 percent of the mean of the 
amount of the pro rata premiums determined at the beginning and end of the 
taxable year. If all stock casualty and stock fire insurance companies operated 
on the same premium collection basis, the section as written would be equitable, 
Such is not the case, however. Some insurance companies have afforded the 
insurance buyer economic relief by permitting him to pay premiums in monthly, 
quarterly, or semiannual installments. Irrespective of the method of premium 
payment, the unearned portion of the premium as of any given date is set up as a 
reserve or liability item. It follows that when the premiums are paid on the 
monthly, quarterly, or semiannual basis, the unearned portion thereof is pro- 
portionately less than if the full annual premium had been collected in advance, 
and yet the earned portion (amount reflected in the profit dollar) at any given 
date is identical for both type companies irrespective of the method of payment. 

The attached example serves to illustrate this situation. It is to be observed 
that if two identical policies are written on a given risk, one on the annual 
collection basis and the other on the monthly collection basis, the earned pre- 
miums and net-profit dollar are identical. As shown in the case of company A, 
however, the unearned-premium reserve is substantially greater than that of 
company B and to the extent that company A is allowed to include its unearned- 
premium reserve as borrowed capital and thus increase its excess-profits-tax 
eredit, the net-profit dollar of company B (which is identical with that of com- 
pany A) would be bearing a far greater tax. As shown in the chart, the bor- 
rowed capital credit of company A amounts to $3.90 and that of company B 
only $0.30. Thus, it will be seen that the company writing on the monthly 
premium basis is penalized. If company B is permitted to annualize its pre- 
mium writings in caleulating its borrowed-capital credit, the resulting excess- 
profits-tax credit would then be the same as that of company A, and the earnings 
of the two companies would be taxed equally. 

It would appear that in all fairness and equity that a company writing business 
on the monthly, quarterly, or semiannual basis should be afforded the same 
tax credit as a company writing business on an annual basis. Such considera- 
tion is already provided for life insurance companies (sec. 489 (b) (3)), 
irrespective of the method of effecting premium collections. 

It is accepted insurance accounting practice to caleulate all life insurance 
policy reserves on the assumption that an annual premium had been paid. To 
the extent that the individual insured elected to pay such premiums in 12, 4, or 2 
equal installments in no way lessens the borrowed-capital credit provided in 
section 439 (b) (3). The unpaid or deferred installments are reflected in the 
life insurance company balance sheets as accounts receivable and this practice 
of annualizing these premium writings is accepted as standard practice. The 
life insurance reserve calculations used in determining the borrowed-capital 
credit are made accordingly on such annualized basis and recognized and held 
to constitute invested capital for excess-profits-tax purposes. 


em OO 
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Irrespective of the fact that the same principle can be applied to the stock 
casualty and the stock fire companies, prevailing fire and casualty insurance 
accounting practices do not reflect such deferred or premium accounts receivable 
as assets of the company with corresponding increases in the unearned premium 
reserves. To such an extent the unearned premiums reflected in the prescribed 
financial statement of condition of the company effecting premium collections 
on the monthly, quarterly, or semiannual basis are understated. 

The suggestion is made that to forestall the making of formal bookeeping 
entries effecting the inflationary increases in premium accounts receivable and 
the corresponding increases in unearned premium reserves, that relief be granted 
under which the same recognition is given to unrecorded unearned premiums of 
companies writing business on the monthly, quarterly or semiannual premium 
collection plan, as is given to the unearned premiums of annual-premium com- 
panies. Congress obviously did not intend that the economic consideration of 
installment premiulus afforded the insurance buying public should deny such 
insurance carrier the same tax credits as his competitor. Particularly is this 
true when such consideration is already given the life insurance companies. 

We respectfully request rhat Congress enact the above amendment so that 
the present inequities of the law will be removed as to insurance companies which 
collect their premiums on other than an annual basis. We will appreciate con- 
sideration of this amendment by the committee. 

Respectfully submitted. 
Meyers & MATTHIAS, 
By Russet, H. MArrHtas, 


P. S.—We respectfully request that this amendment and our memorandum on 
this subject be made a part of the record of the hearings of the House Ways and 
Means Committee. 


SUGGESTED AMENDMENT TO Excess-Prorits TAx AcT 


Amend section 489 (b) (2) of the Internal Revenue Code (26 U. 8. C. A. sec. 
439 (b) (2) ; 82d Cong., ch. 1199, title I, sec. 101, 64 Stat. 1161) to read as follows: 

“(2) In the case of an insurance company, an amount equal to 6624 per centum 
of the mean of the amount of the pro rata unearned portion of premiums written 
on an annual basis or annualized if written other than annually, determined at 
the beginning and end of the taxable year, plus” 





MID-WESTERN MACHINERY Co., INC., 
Joplin, Mo., June 9, 1953. 
The Honorable DANieL A. REED, 
House Ways and Means Committee, 
* House Office Building, Washington 25, D. C. 


Dear Mr. Reep: It has been the wishes of the writer to come to Washington 
to testify against the extension of the excess-profits tax. Since this is impossible, 
we wish to express our opposition in writing. 

Our company happened to be one of the small, fast-growing companies that 
has been hard hit by the excess-profits tax, which has made it next to impossible 
for us to operate. For the years of 1950 and 1951 our company paid over $200,000 
income tax of which a great part of it was excess-profits tax. They tell us that 
the profits we made were due to the Korean war situation, but actually, we were 
much better off before the war brought on the excess-profits tax than we ever 
have been since. 

Our company had purchased quite a number of new machine tools which we 
were paying out also added more inventory which represented a large investment 
for us. Then when we were confronted with excess-profit taxes, plus all our 
operating expense and payments, it has been just about more than we could 
handle. No one could say we were careless about our collections as a reason we 
got into this predicament, for in 10 years operations we have only lost $200 in 
bad accounts. 

We have a prosperous business, and ship to nearly all parts of the world, but 
it really takes the heart out of you and causes you to loose all interest in your 
business when the Government takes away practically all your profits. When we 
look at our profit-and-loss statement, it makes you want to close up and quit. 

There is no question in my mind that the elimination of the excess-profits tax, 
and also a cut in individual income taxes, would be the greatest boom to business 
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of anything that could happen. Isn’t it natural that our people get discouraged 
when we are promised that this or that tax will be discontinued at a certain date 
and those promises are never kept. The people of our country should be proud 
of a man of your ability and courage to stay in there and fight for what you think 
is fair and just, in spite of what others may say and think, 
The best of luck to you, and here's hoping we win out. 
Sincerely yours, 
Fioyp F, BEEcHWoop, 
President and General Manager. 


INTERSTATE ENGINEERING Corp., 
El Segundo, Calif., May 29, 1953. 
The Honorable DANIEL A. REED, 
The House of Representatives, Washington, D. C. 

Dear Sir: From the many letters I have written you I am sure you know how 
violently opposed I am to the excess-profits tax. The May 26 issue of Wash- 
ington Bulletin of the National Association of Manufacturers is enclosed, and 
paragraphs 6 and 7 are marked for your attention. 

I am not a bit anxious to volunteer to appear as a witness nor to have our 
executive vice president appear. In the first place, Washington is a long way 
off, and the trip would be expensive from the company’s standpoint. Also I nat- 
urally would not want one of us to make the trip and then not appear; nor would 
I want one of our people to be a target for a public spectacle. 

The enclosed annual report for 1951-52 and the 9-month interim report are 
marked in red crayon so you can readily pick out my comments to our stock- 
holders regarding taxes. 

In the unlikely event that you are short of statements from corporation 
executives I will be glad to write up our experience if it will be of any help. 

Furthermore, if you should have any real need for a personal appearance, I 
might be able to figure out something. Congressman Don Jackson comes from 
my home town of Santa Monica, and since I am president of the Santa Monica 
Republican Club I naturally know Don quite well. He could probably tell better 
than I as to whether or not I’d make a good, coherent witness. 

While I much prefer doing nothing except read about it in the papers, I want 
you to know I am ready to help if needed. 

Very truly yours, 
L. D. FEDDERMAN, 





INTERSTATE ENGINEERING CorpP., 
El Segundo, Calif., June 8,, 1953. 
COMMITTEE ON WAYS AND MEANS, 
The House of Representatives, 
Washington, D.C. 

GENTLEMEN : My name is L. Delford Fedderman, and I am president of Inter- 
state Engineering Corp., of El Segundo, Calif. I wish to go on record as being 
violently and unequivocally opposed to any extension of the excess-profits tax. 

Even those who favor the extension of this tax admit that it is a bad tax 
and that it is unfair. The President admits it; Senator Taft admits it; Senator 
Byrd admits it; Secretary of the Treasury Humphrey admits it, but they all 
advocate extending it strictly on the basis that the Government needs the money. 
In my estimation, that excuse is worse than none at all. A bad tax is a bad 
tax—an unfair tax is still an unfair tax—and it should be eliminated immediately 
and a fair tax substitute, which will place an equal burden on all corporations. 

Our company has been in existence for 16 years. During most of this entire 
period taxes have been so high that it has been practically impossible for the 
company to expand or grow. 

For example, in the last 12 years the company has produced about $81 million 
in manufactured goods—a large percentage being vitally needed precision defense 
items. Of the net profit of about $5,565,000, the company has paid nearly $4 
million in taxes to the Federal Government. The owners of the company— 
1,300 stockholding, taxpaying citizens of our country—have received less than 
$275,000 in dividends during this entire period. As you well know, even that 
comparatively small percentage was subject to double taxation in the form of 
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personal-income taxes. The net worth of the company as of April 30 this 
year was approximately $1,360,000; whereas, that same net worth on April 30, 
1945 (8 years ago) was $1,767,000. Certainly a very fine example of growth in 
reverse. 

Interstate ranks as probably the fourth- or fifth-largest vacuum-cleaner manu- 
facturer in the world today—certainly a business that has been severely hurt, 
not helped, by the Korean incident. During the past 3 years, our vacuum 
cleaners have accounted for about 50 percent of total sales but about 90 percent 
of the profits. The other 50 percent of sales, with only 10 percent of the profits, 
have been on vitally needed airplane parts for the Navy, Air Force, and Douglas 
Aircraft. This defense work has tied up most of our working capital which we 
could have used to increase our competitive position in the vacuum-cleaner 
industry, but we have certainly done our part for our country. For example, 
every B-24 in the air over Korea the last 3 years was there because we built 
a new improved nosewheel strut, and we were the only Air Force source for 
most of that period. Also, for several years we have been the only successful 
source for the Navy to obtain 20-millimeter machinegun chargers, solenoid valves, 
and pressure switches. 

From the very beginning of the Hiller Helicopters Co., we have built every 
fuselage of every helicopter that Hiller has flown. Our resources have been 
tied up by defense work; our civilian business has been retarded; our working- 
capital position seriously impaired, and our taxes excessive, but we have struggled 
along without protest in the name of the war effort. Now, however, we are 
faced with the extension of the most unfair tax ever devised by man, and we 
bitterly protest. 

The first installment of our Federal income tax for the last fiscal year is due in 
July, and we are still uncertain as to where to get the cash to pay it. Perhaps 
it would be of interest to point out that just our last year’s tax is more than 
114 times all the dividends paid to the owners in the entire history of the company. 

Our plant is mortgaged to the hilt. We have a $1,250,000 V-loan, and still we 
were forced to cut back production of vacuum cleaners this month in order to pay 
our bills. If we did not have $1 in defense business, we would have no V-loan, 
no mortgage, and be able to expand our vacuum-cleaner business. Just as impor- 
tant: our profits would be just as high, but 90 percent of all the headaches would 
be eliminated. 

Gentlemen, there is only one fair way to tax corporations, and that is to tax 
them all on the same percentage basis. Why should 50,000 corporations pay 
all the excess-profits tax and the other 350,000 corporations avoid it? 

Every American is willing to bear his share of the burden of defense, and this 
company is no exception. We object to paying more than our share while thou- 
sands of wealthy corporations pay less. The only fair way to recapture the 
revenue that would be lost is to increase the normal corporation-tax rate by 
about 4 percent for 1 year. 

Respectfully submitted. 

L. D. FepperMAN, 
President, Interstate Engineering Corp. 


CHARLES L. RumrRILL & Co., INC., 
Rochester, N. Y., June 10, 19538. 
Hon. DANteL A. REED, 
Chairman, Committee on Ways and Means, 
House of Representatives. 

Dear Mr. Reep: The purpose of this letter is to indicate the hardships that the 
so-called excess-profits tax works on a personal-service corporation that is 
expanding rapidly. 

We are an advertising agency. All we have to sell is time and the creative skill 
of our people. As such, we prepare advertising matter for clients and place 
orders with media such as magazines, radio stations, billboards, and in all types 
of advertising media. 

As agents, we are liable for the cost of the advertisements that we place for 
our clients if the client does not pay. Obviously, the more we bill the greater our 
responsibility and the more need we have for added capital. 

For this reason the size of our bank account is of the utmost importance, both 
to those who give us business to place and, particularly, to those with whom we 
place it. 
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There is an exact ratio between the volume of business and the financial require- 
ments. In other words, twice as much business requires twice as much capital to 
swing it. In most cases, the various associations such as Periodical Publishers 
Association, made up of magazines; the ANPA, the American Newspaper Pub- 
lishers Association, etc., which keep a check on agency bank balances and credit, 
would like an agency to have an amount of capital which is roughly equivalent to 
twice the monthly billing of the agency. They do not make any hard-and-fast 
rules about it, but constantly remind us that it is just good business sense to have 
this much money to insure that all obligations are met promptly. 

Currently, our capital is equal to about 40 percent of 1 month’s billing—about 
one-fifth of what it should be in spite of the fact that we have managed to double 
our capital in the past 3 years. 

The associations insist that an agency’s recognized assets be in cash or bonds 
because, in a service type of business, such as ours, we do not have any inventory 
of finished goods or of equipment that amounts to much in case of a forced sale 
of assets. Therefore, the fact that we enjoy good bank credit does not help us 
if a client fails to pay. With this background, you can see why our cash position 
is of the utmost importance in our growth. 

Now, about some specific information about ourselves. Our agency was started 
in 1938, and it took us nearly 15 years to establish ourselves to the point where 
we were seriously being considered by large organizations. Following a reor- 
ganization of our business in late 1947, we immediately began preparing for 
large-scale expansion, putting money in key people and in a training program 
for some of our beginners. The result was that in 1948-49 we barely broke 
even. For those 2 years, we showed a loss of some $2,500. However, in 1950, 
the expected new volume rolled in and we earned some $25,000. As you can 
see, this gave us practically no earning base at all. Accordingly, we have had 
to face the fact that every dollar we make over $25,000 is subject to an 82 
percent tax. 

We have increased our capital in a variety of ways, through borrowing as 
individuals, through the sale of common stock, through setting up and selling 
preferred stock, which was later convertible to common, and through a lot of 
other devices, none of which have really solved our problem. In most cases 
it has meant heavy personal borrowing by the principals of the company, which 
of course involves the repayment of money under a very adverse personal-tax 
situation. For every dollar we manage to put into the business, we have to 
earn two or more. The earnings of the company are taxed and we have to pay 
taxes on every cent that comes to us in salary and dividends before we can 
repay the interest and principal of our bank loans. In spite of all of our efforts 
to build our capital to the proper ratio and, as I said, we have doubled it in 
3 years, we have seen it decline very steadily in proportion to our volume, simply 
because our rate of business growth was even faster. The latest word from the 
American Association of Advertising Agencies, of which we are a member, is 
that our position has slipped to 27 out of 29 agencies in our size group. 

Furthermore, an agency with a better earnings base and the same volume as 
ours would escape this 30 percent penalty simply by not growing. 

In the past 6 months we have added nearly three-quarters of a million dollars’ 
worth of business. This business is of a sales-promotional nature and is intended 
to help our clients sell their products and advance their use in the competitive 
situation, which is immediately ahead. This money is spent by our clients to 
help keep business at a high level and to prevent recession. This business is, 
of course, extremely welcome, but the slow rate that we can provide the capital 
to handle it raises the question of whether we can accept any more for quite 
a while. Our organization is now five times the size that it was in late 1947 
and the prospects are for still further growth. The discouraging thing is that 
regardless of how big we build our business we are for all practical purposes 
tied to the same return, 

Regardless of whether our yearly volume is $1 million, $244 million, or $5 
million, we can expect the same return. For example, last year we earned 
1 percent on a volume of over $24 million. This year we will earn three-fourths 
percent after taxes on a volume of nearly $3% million. And this doesn’t allow 
much margin for credit losses and other normal business losses. Would this 
return stir much incentive for growth in your minds, especially if the percentage 
of income would shrink to one-half percent on a volume of $5 million? 

In a highly competitive business like advertising, this would indicate that 
we were doing a good job that was helpful to our clients and that was of suf- 
ficient merit so that it attracted considerable amounts of new business. If we 
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can assume that this is true, then how can we capitalize on this to render our 
service to more companies, while at the same time we cannot get the proper 
amount of capital to service this and to insure our own growth. 
Very truly yours, 
CHARLES L. RuMRILL & Co., INO, 





Tue LEWIS WELDING & ENGINEERING CoORP., 
Bedford, Ohio, June 12, 1953. 


STATEMENT FoR House WAYS AND MEANS COMMITTEE 


As president of the Lewis Welding & Engineering Corp., Bedford, Ohio, I 
respectfully address this statement to the House Ways and Means Committee 
It is submitted as a request that the excess-profits-tax provisions of the Internal 
Revenue Code be allowed to expire, as scheduled on June 30, 1953. 

The Lewis Welding & Engineering Corp. feels very strongly that the excess- 
protits-tax, so-called, has caused, and by its extension it will continue to cause, 
serious inequities in the Federal tax structure. 

In our particular instance (and there must be many other instances similar to 
our own) the tax has proved discriminatory because it presents an unusual tax 
burden not shared by industry as a whole. 

As a typical case history of the burden imposed on a young and growing 
organization, we present, herewith, in some detail, a review of the progress of 
this corporation since its inception in early 1939. During the past 14 years we 
have produced goods and services to the total value of $31,500,000, at a total 
profit of $3,670,000, or 111%4 percent. Of this total profit we have paid over 
to the United States Treasury the sum of $2,203,800 as Federal income and 
excess-profits taxes, a figure which represents 60 percent of the total profit. 

During 1939, the first year of its existence, the corporation produced $70,000 
worth of goods, employed an average of 12 persons and showed an operating loss 
of approximately $6,000. Results for the following years, through 1945, are 
detailed below: 


Year | Sales Profits Taxes Dividends 
a | 
194 $155, 000 | $15, 700 $1, 300 0 
1941 387, 000 47, 400 24, 000 $2, 406 
1942 1, 062, 000 176, 200 116, 000 7, 218 
1943 5 1, 666, 400 180, 700 144, 600 2, 280 
1944 1, 825, 000 169, 300 127, 500 | 2, 280 


1945_. 1, 619, 000 151, 400 113, 000 | 2 280 


Having been organized after the period which was taken as a basis for the 
earlier excess-profits-tax laws, the corporation was forced to assume the tax 
load which averaged 72 percent of each dollar earned. The owners of the 
corporation had to leave virtually all of the earnings in the corporation to sup 
port its growth so that at least the small fraction of earnings remaining after 
taxes were available as working capital during the subsequent periods. 

During the period 1946 through 1949 this corporation was faced with the 
same problems of reconversion, severe material shortages, and rising labor costs 
‘ommon to a great deal of industry but was able to make some progress. The 
results of those 4 years are detailed below in a similar manner. 


Year | Sales Profits Taxes Dividends 
1946 | $1, 708, 000 $123, 600 $43, 800 $10, 790 
1947 2, 178, 000 235, 600 95, 800 23, 555 
1948 3, 078, 000 418, 800 158, 500 44, 830 
1949 1, 750, 000 126, 000 50, 000 44, 830 


In spite of the fact that the period of 1946 through 1949 could hardly be 
considered a period of industrial stability or one on which any true standards 
could be based, that period was selected as a base period for excess-profits-tax 
credit calculations under the present law. Furthermore, why any of the profits 
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of that period should be viewed or termed as “excess profits” is difficult for us 
to understand. The mandatory 15 percent elimination from the earnings credit 
calculation is, we submit, indefensible in our instance in the face of a profit rate 
of 10.3 percent, on a total production of $8,700,000. Even during 1948, our most 
prosperous year, the percentage of profit after taxes was only 8.5 percent an 
increase of only 2.1 percent over the 4-year average of 6.4 percent. 

Although the tax structure in 1950 had begun to present serious financial 
problems, the owners of the corporation elected to continue to expand and 
broaden the operations. In January 1950 we purchased, from one of our cus- 
tomers, a completely equipped machine shop. Because we had been unable to 
accumulate an adequate surplus during the earlier years the corporation was 
forced to borrow $500,000 in order to purchase this new facility. 

Starting with 50 employees in this new machine division, we have been able 
to expand our operation to a point where the total personnel of the corporation 
now numbers 600 and the annual level of business has risen to $6 million. 
Curiously enough, by one of the many unusual provisions of the excess-profits- 
tax law, all of the earnings produced by this new division are subject to the 
maximum excess-profits tax of 82 percent. This was inevitable since we did 
not have this facility during the base years of 1946 through 1949. 

The result is that we have been unable to earn the amortization of this new 
facility nor are we able to support adequately the increased inventory and 
work in process. 

It is at this point that the unfair provisions of the present excess-profits tax 
law become most apparent. The purchase of this plant doubled the physical 
size of our business and doubled our total employment. It has produced during 
the past 3 years a total production of $4,600,000. From every dollar earned 
by this expansion, the corporation has been permitted to retain but 18 cents. 
In the aggregate, of the $380,000 earned at this machine division, $310,000 has 
been paid out in excess-profits taxes. 

We respectfully submit that, insofar as we are concerned, this is not excess- 
profit taxation but a financial penalty for having expanded our business, having 
increased its productivity and having increased its ability to employ. 

This same inability to accumulate capital, forced on us by a quirk of law which 
we are certain was never intended, has forced the owners of the corporation, 
who have received a very small portion of the total income, to resort to the public 
sale of securities. Through the public sale of stock and the private placing of a 
convertible debenture, sufficient funds were raised to provide the necessary work- 
ing capital. This, obviously, was a hard decision on the part of the individuals 
who had earnestly tried to reinvest in the corporation. This dilution of the 
corporation owners’ interest was brought about solely because they were unable 
to retain a sufficient portion of the earnings to finance growth in a normal, busi- 
ness-like manner. 

As we understand the basic taxing policies of the United States Government, 
tax distribution is generally based on the ability of the individual or corporation 
to pay these taxes. We feel that the excess-profits-tax law does not meet the 
tests of the ability-to-pay principle. In our instance, our ability to pay the tax 
is measured by our ability to borrow funds. To us, this tax means a stifling 
of growth, the denial of permission to replace worn out equipment and demands 
from us that we pay a far higher percentage of taxes than corporations which 
may be distinguished only by the fact that they were organized and put into 
operation many years ahead of us. 

We enthusiastically support the premise that the total tax levels must be 
sufficient to balance the budget. We fully realize that our industrial and financial 
future depends on political and industrial stability and a sound dollar. We 
fully realize that taxes are a burden to everyone but respectfully submit that 
there is a much fairer method of distribution than that represented by the 
present excess-profits-tax law. A general increase in the normal corporate-tax 
rates would represent an even distribution of taxes, would not exercise as great 
a hardship on growth corporations, and, at the same time, could be borne by any 
successful corporation in the country. 

As a final point, we wish to observe that we feel that the present renegotiation 
provisions are a perfectly adequate device to recapture whatever true excess 
profits may arise from the current defense program. 

While we have had little direct experience with defense contracts, we did 
undertake and execute one for the Ordnance Department in connection with the 
tank program at the Detroit Arsenal 















EXCESS PROFITS TAX EXTENSION 713 





We submitted our bid, undertook the work without delay on the basis of tele 
phoned instructions, and completed a half-million-dollar contract ahead of 
schedule and without rejects. 

During the course of the work, by the application of our best engineering talent 
and our best qualified shop personnel, we were able to reduce the contract price 
and adjusted our invoices accordingly. At the completion of the contract, the 
Detroit Arsenal personnel reexamined the prices in accordance with what they 
cousidered fair practice and reestablished a final contract price of $404,928. Our 
costs were $394,657, so that we received a return of $10,271 or 2.5 percent before 
and allowances for Federal and excess-profits taxes. Under present tax legis- 
lation this absurd small percentage of profit is still considered excess and is 
included in the total earnings figure subject to excess-profits taxes. 

In conclusion, we again respectfully request that the excess-profits-tax law be 
permitted to expire on schedule for the following briefly stated reasons: 

1. The law unfairly penalizes the growing corporation, particularly those which 
were started with a small capital investment. 

2. The law prevents the accumulation of adequate working capital without 
which further growth of the corporation is seriously impaired. 

3. The law provides no means to correct a situation such as ours wherein the 
acquisition of a going business is subject to a taxload of 82 percent. 

4. The law forces the growing corporation to enter into debit financing, thereby 
diluting the interest of the original owners. 

5. Because of the cumulative effects of the four circumstances detailed above, 
the law places the very existence of a growing corporation in jeopardy. 
Respectfully submitted. 

J. T. Lewis, Jr., President. 


The Cuamman. Mr. D. J. MacGillis, assistant secretary and treas 
urer of the Heresite & Chemical Co., of Manitowoc, Wis., was origi- 
nally scheduled to appear as a witness. In lieu of his personal appear 
ance, I am submitting a letter which, without objection, I should like 
to have made a matter of record. 

Without objection, I should like to offer for the record a letter 
from Mr. Howard W. Sams, president of Howard W. Sams & Co., 
Inc., of Indianapolis, Ind., and a letter from Hon. John W. Me 
Cormack, together with a telegram which he received from Mr. 
Charles F. Adams, president of the Raytheon Manufacturing Co. of 
Waltham, Mass., which Congressman McCormack requests be made a 
part of the record. 

I might say that Congressman McCormack is in favor of the ex 
tension of the excess-profits tax, as I judge from this request. 

(The matters above referred to are as follews:) 

HereEsItTe & CHEMICAL Co., 
Manitowoc, Wis., May 29, 1953. 
Hon. Dante A. REED, 
Chairman of the House Ways and Means Committee, 
House Office Building, Washington, D. C. 

Dear Sir: As a representative of a small corporation employing less than 100 
workers, it is my sincere wish to go on record as being opposed to the con- 
tinuance, even for 6 months, of the excess-profits tax. 

From experience in our own organization and among acquaintances with other 
companies of our own caliber, we can only conclude that the excess-profits tax, 
as it is administered, is wasteful and certainly not to the best interests of our 
economy. It destroys incentive and the will to put our dollars to work in ex 
panding an American enterprise. 

Without disrespect to the wisdom and judgment of President Eisenhower, our 
vice president, Mr. I. L. Place, joins me in the thought that he is being ill-advised 
on the economics of this (excess-profits tax) and only through such means can 
we hope to express our voice. Hence, we would be willing to appear at any hear 
ings in opposition to the excess-profits tax. 

Very truly yours, 

Herestte & CHEMICAL Co., 

D. J. MacGruis, 

Assistant Secretary and Treasurer 
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Howarp W. Sams & Co., INC., 


Indianapolis, Ind., June 8, 1958. 
Hon. DANIEL A. REED, 


Chairman of Ways and Means, 
The House of Representatives, 
Washington, D.C. 

My Dear Mr. Reep: Due to the work you are doing on excess-profits tax, I know 
you will be interested in the attached as it relates to our company. You might 
he able to advantageously use succinct facts concerning a small business adversely 
affected by the excess-profits tax in the hearings, I understand are being conducted 
this week. We would appreciate having this information put in the records. 

We are completely in favor of any move that will result in the balancing of the 
budget, but we do believe that it is imperative that immediate relief be afforded 
companies like ours who are so unfairly and unjustly penalized by the existing tax. 

Please accept my sincere appreciation for your interest in our behalf. 

Sincerely, 
Howarp W. Sams & Co., INc., 
Howarp W. SAMs, 
President. 
Exoress PROFITS 


1. Our company was formed April 1, 1946, and was, therefore, too oid to obtain 
the new company relief provided by the first excess-profits-tax bill. 

2. It Was more than 5 years old when the amendment was put into effect Octo- 
her 1951 to grant new companies relief. Consequently, we did not benefit. 

3. In the early years of our company, every cent that we could get was put 
back into development to provide a sound foundation for future expansion. 
Therefore, we made small profits in these early years and have a small profit 
base for excess-profits tax. 

4. We have a minimum of fixed assets because all of the money we could obtain 
was expended for product development. Therefore, we have no material fixed- 
asset base. 

5. Our plan for the first few years to spend for development and forego imme- 


diate profits in favor of increased sales and profits in later years has worked out. 
But now, the excess-profits-tax law, with no relief for new companies in our 
category, takes 70 percent of our profits and leaves us with insufficient capital for 
expansion in order to keep pace with the growth of the industry we are in. 

6. The excess-profits-tax law favors old and profitable companies and penalizes 
new small companies attempting to start in business. 

7. A list of sales, profit before tax, tax, and net profit after tax follows: 


Howard W. Sams & Co., Inc., Indianapolis, Ind. 


| | | 
j Jan, 1 
" ‘ | seal through 
1947 1948 194s uv! 
, Apr. 30, 
1953 


Sales $431, 900 000 $681,723 |$768, 118 |$1,052,000 |$1, 341,000 |$1, 951, 000 $909, 359 
Profit before tax 24, 067 5, 402 4, 340 19, 850 43, 701 112, 831 | 113, 952 65, 370 
Federal income tax 5, 516 142 911 4, 465 13, 604 76, 000 77, 406 45, 759 
New profit after tax 18, 550 , 249 3, 428 15, 384 30, 097 | 36, 831 36, 545 | 19, 611 


&. No part of the sales increase is due to Government war orders; therefore, 
o profit has been made because of the Korean war. 
Respectfully submitted, 


Howarp W. Sams & Co., Inc. 
Howarp W. Sams, President. 
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CONGRESS OF THE UNITED STATEs, 
House OF REPRESENTATIVES, 
OFFICE OF THE DEMOCRATIC WHIP, 
Washington, D. C., May 25, 1958. 
Hon. DANrEL A. REED, 
House of Representatives, 
Washington, D. C. 
Dear DANIEL: I enclose a telegram which I have received from Charles F. 
Adams, president of the Raytheon Manufacturing Co., of Waltham, Mass. 
When hearings are held on this matter, I shall appreciate it if you will make 
this telegram part of the hearings. 
With kind regards, I am 
Sincerely yours, 
JOHN. 


WALTHAM, MAss., May 22, 1958. 
Hon. Jonn W. McCorMack, 
House of Representatives, 
Washington, D. C.: 

We fully support President Eisenhower in his desire for minimum 1954 
deficit and maintenance of Federal revenue. However, to impose upon less 
than 15 percent of the Nation’s corporations the entire burden of $800 million 
currently estimated from extension of excess-profits tax is unfair and unwise. 
These corporations are primarily the smaller growth companies whose expan- 
sion of business and employment and contribution to the strength of our 
economy are being severely retarded by excess-profits tax. The sum the Presi- 
dent desires can be raised without undue hardship on any corporation through 
moderate temporary increase in normal and surtax rates. This will equitably 
divide the load and in the long run produce greater income. The excess- 
profits tax necessarily promotes and puts premium on waste and inefficiency. 
For which the Government eventually pays. Why should it be even tem- 
porarily continued when fairer, sounder methods of producing the same amount 
of revenue are readily available which will leave our economy more able to 
withstand the continuing peril? 

Cuares F, ApAms, Jr., 
President, Raytheon Manufacturing Co. 

The CuarrMan. The Committee on Ways and Means will conclude 
its hearing this morning on the President’s recommendation to extend 
the excess-profits tax. “Five witnesses are scheduled to testify here 
today. We will be glad to hear from them. 

The first witness is Mr. Merle R. Yontz, president, LeTourneau- 
Westinghouse Co., of Peoria, I]l., accompanied by Mr. Warren Wem- 
ple, vice president and comptroller of the company. 

Gentlemen, if you will proceed now, we will be very glad to hear 
from you. 

Mr. Exsernarter. Mr. Chairman, during my attendance, I have 
noted that representatives of these organizations who appeared here 
indicated that even among the me mbers of those organizations there 
was a vast difference of opinion as to whether or not the proposals 
of the administration should be supported. 

The Cuairman. I might say in that connection we have a list of 
2,500 organizations, all of which would like to appear here in oppo- 
sition to this tax, but we have not the time to take care of them. 

Now, Mr. Yontz, if you will come forward and give your name and 
the capacity in which you appear, we will be glad to hear from you. 

I understand you are a good friend of Congressman Velde. 

Mr. Yontz. That is correct. 

The CuarrmMan. He called my attention to the fact that you were 
appearing here, and we are very glad to hear you. 
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STATEMENT OF MERLE R. YONTZ, PRESIDENT, LeTOURNEAU- 
WESTINGHOUSE CO., PEORIA, ILL. 








Mr. Yonrz. Mr. Chairman and members of the Ways and Means 
Committee, Iam Merle Yontz, president of LeTourneau- Westinghouse 
Co., of Peoria, Il. The LeTourneau-Westinghouse Co. was recently 
established on May 1 this year by the Westinghouse Air Brake Co., 
of Pittsburgh, Pa., to take over from R. G. LeTourneau, Inc., the 
business of manufacturing and selling earth-moving products. We 
operate plants in Peoria, Ill., and Toccoa, Ga., and have approximately 
2,500 employees on our payroll. The average age of our employees is 
39 years. Thus the company is a young, growing organization. 

However, many of us have gained valuable experience in the earth- 
moving equipment business during our employment by the predecessor 
company, R. G. LeTourneau, Inc. The business of R. G. LeTourneau, 
Inc., ré apidly increased from a sales volume of approximately $ $2 mil- 
lion in 1935 to over $55 million im'41952. For the past 10 years I ‘served 
as vice president and treasurer of this company. During this growth 
period of 18 years, the company paid in taxes $26,750,000, 54 percent 
of its profits before taxes. It paid dividends of 21 percent and re- 
tained in the business 25 percent of profits before taxes. Thus you can 
see that we encountered the usual tax problems and the related prob- 
lems of financing a rapidly expanding business. The inequity and un- 
certainty of the excess-profits tax law was a heav y handicap on this 
growing company. 

With this background of experience, I am convinced that the exten- 
sion of the excess-profits-tax law beyond June 30, 1953, would be a 
real hardship on the LeTourneau-Westinghouse Co. and all companies 
in a similar position. 

We estimate that our excess-profits tax for the 8 months ending 
December 31, 1953, would, based on estimated sales of $26 million for 
the same period, amount to over $600,000. 

We realize that your committee has listened to many arguments both 
for and against the extension of the tax, but we believe the following 
= ons best e xpress our opposition to the tax extension. 

The excess-profits tax is primarily a wartime tax, designed to 
cn off excess profits during wartime periods when a competitive 
economy does not exist. Business today in our industry is very com- 
petitive. We are definitely in a free economy, and earnings are only 
possible where the manufacturer is operating on an efficient and busi- 
nesslike basis. 

2. Recognizing that the excess-profits tax is a wartime tax when 
there is not a free economy, Congress saw fit to let the excess-profits 
tax die shortly after World War II, and the same was true following 
World WarI. We do not feel that present world conditions warrant a 
continuation of this wartime tax. 

3. Excess-profits tax cannot be compared with personal taxes. I 
realize that there is a tendency to feel that corporation taxes should 
not be reduced until reductions can be made in personal taxes. This 
thinking is unquestionably quite logical as far as normal and surtaxes 
are concerned, but there are no personal taxes which compare with the 


excess-profits tax on corporations, which is definitely a temporary war- 
time super tax. 
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EXCESS PROFITS 

i. An excess-profits tax is very unfair to new and small business, 
the very types of business that we are most interested in fostering and 
protecting. Big business has very definite advantages, and I can recite 
some good examples in our own industry where our company will be 
at a disadvantage taxwise as compared with some of the large com- 
panies. It also tends to cause consolidation of smaller companies into 
larger ones and then we go about digging up antitrust laws to break 
up the big companies. 
5. I believe the excess-profits tax to be unfair. It is impossible to 
write enough regulations and to have enough relief provisions in the 
law to meet all situations fairly. In the case of our new company 
now operating in a free economy, how can anyone measure or even say 
that there are any excess profits ¢ 

With an excess-protits-tax law, there is a tendency for the ac- 

cepted standards of efficiency and thrift to be forgotten, and this is 
definitely a poor situation for the economy and welfare of our Nation. 
We need a stimulating, enthusiastic, and aggressive economy. Our 
Nation was conceived and built on this theory. 

7. Such a high tax does not provide the necessary capital for an 
expandi ng, progressive company. Because of the continuing infla- 
tionary trend, depreciation reserves are not adequate to replace facility, 
let alone provide for expansion. 

Gentlemen, I feel that these seven points warrant your very careful 
consideration. There are, of course, many more points that I have not 
brought out this morning, but you have heard them from others who 
have testified. 

| recognize that balancing the Federal budget is a difficult problem, 
but I really believe that there are better solutions than to extend this 
law. Allowing it to expire at the end of this month will encourage 
all business, which correspondingly will increase the Federal Govern- 
ment tax receipts from normal and surtax, excise taxes, and other forms 
of tax. 

Mr. a and gentlemen, I thank you very much for the 
privilege of appearing “before you and trust that my remarks will 
be helpful to you in reaching a wise decision regarding this very 
important matter. If you have any questions, I will be glad to try 
to answer them. 

The Crarrman. Mr. Yontz, we thank you very much for your fine 
presentation. 

Are there any questions? 

Mr. Mason. No questions, but I do wish to say you have presented 
a clear, logical, and convincing argument against the extension of this 
iniquitous tax, and I consider your testimony as one more nail in the 
coffin of this excess-profits tax. 

Mr. Jenxrns. I want to say this, too, that this young gentleman is 
just 1 of about 100 young businessmen who have appeared here one 
after another, and all have told about the same story. 

The Crarrman. Yes. And you are the flower of this country— 
men of your age and the type of men who came out of the war—and 
we want you to go along and not be strangled by any such tax as this. 

Thank you very much. 

The next witness is Mr. Thomas E. Betner, Plastomatic Corp., Mal- 
vern, Pa. 








718 EXCESS PROFITS TAX EXTENSION 


Mr. Betner, we are glad to have you here. Please give for the record 
your name and the capacity in which you appear, and we will be glad 
to hear you. 


STATEMENT OF THOMAS E. BETNER, PRESIDENT, PLASTOMATIC 
CORP., MALVERN, PA. 


Mr. Berner. My name is Thomas E. Betner. I am president of 
the Plastomatic Corp., of Malvern, Pa. This is a small, individually 
owned corporation—almost individually owned. I myself am what 
could be termed today a self-made businessman, starting with rela- 
tively nothing and being where I am today, which is not a great deal. 
I started with a very small operation and today have a considerable 
sized company, which represents the progress necessary to keep this 
country going and keep it out of depressions. For that reason, I 
enjoy this opportunity of coming down here and offering a few 
thoughts. 

I am departing from my prepared speech at the present moment to 
say I have prepared this a little differently. It is a man-to-man talk, 
citing a couple of instances to show you just what this tax is doing 
to an operation like mine. Multiplied by 10,000 or 15,000 such people 
in this country, in my estimation, it can make the difference between 
a depression and the greatest era of prosperity this country has ever 
seen. 

We have great faith in America. America can be and always has 
been the finest land in the world, but we want to make it even better, 
and to make it better we have to correct some of these inequalities in 
the tax program. 

The Cuarrman. This committee wants to help you do that. 

Mr. Berner. Thank you. 

I am very glad to be here today to make available some information 
which very directly shows the definite and tremendous impediment to 
the growth and development of the country for which the present 
excess-profits tax is entirely and completely responsible. I shall try 
to make my statement very brief and to the point. 

I am sure the present tax program whereby double taxation occurs 
on corporation profits should be eliminated. I do not think money 
should be taxed two or three times. And further, I propose a tax law 
which would allow small manufacturers, as well as large manufac- 
turers, to increase their plant capacity tax free. In other words, let 
a man get his risk capital back without taxation and then place, if it 
is required, an even higher tax on the moneys earned from that plant 
expansion. The following is my reasoning: 

A. A man places $50,000 in a machine to make a given commodity. 
It is generally carried through a corporate structure. Now, just look 
at this man’s position who invests the $50,000 in this new machine to 
make this commodity in the first place, the company must be success- 
ful to enable it to raise $50,000 for a new machine. Nobody is going 
to give money to a company that has not proven its ability to go 
ahead and do something. Therefore, we must assume that it 1s a suc- 
cessful company, and generally speaking successful companies are 
paying in taxes 60 to 75 cents on each dollar they earn. 

Thus, if the new commodity’s earnings are increased, say, by $20,000 
a year, the individual will only be reimbursed by $6,000 a year. Fig- 
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uring this quickly, it will take at least 8 years for the man to get his 
money back even if he as an individual did not have to pay a personal 
tax. It is a fact that by the end of 8 years most commodities have 
become obsolete or so greatly improved that it requires additional 
money to keep going on the same commodity. Thus, where is the 
man’s $50,000? He now owns the machine on which he would be 
lucky to receive $10,000, and he still hasn’t got his money back. Yet 
he is taxed on the basis that the machine when it is earlning $20,000 
a year is actually making $20,000 worth of profits. This is definitely 
not the case, and I can prove to the Board with very little effort how 
this type of taxation is today preventing this country and everybody 
in the country from enjoying the benefits of an ever increasing higher 
standard of living. 

B. I would, in further of the above situation, like to present to the 
committee a specific case history which definitely shows the deficiency 
of the present excess-profits tax. 1 believe you all will be able to un- 
derstand this case from my verbal explanation. I shall cover it 
herein very briefly. This has to do with a dripless pitcher. It is prob- 
ably unusual for me to bring a product down here, but this is a little 
dripless pitcher which sesiotele will not break. It is just as novel 
and new as the safety pin. You can pour Log Cabin sirup out of it 
thousands of time, and there won’t be a drip in the world. Everyone 
who sees it says it is the most fantastic thing he has ever seen in his 
life. 

Mr. Evernarrer. Do you make those? 

Mr. Berner. Yes; we make those. 

Mr. Evernarrer. Did you invent it ? 

Mr. Berner. No. I purchased the invention, and I am attempting 
to place it on the market, and here is my problem. 

This case history is about a product which I own, the dripless pite ane rT, 
And when I say “dripless pitcher,” I mean it will not drip. It is, t 
our knowledge, the only truly dripless pitcher in the world, and we, 
because of its patented design, would be able to guarantee to a cus- 
tomer that he or she would receive his or her money back if ever a 
drip was forthcoming. Now, gentlemen, with such a marvelous patent, 
you can well realize the tremendous potential of this patent and 
product. It has several attributes, the main one being that it is 
simple. It is just like the safety pin; it is just as clever and probably 
just as inventively conceived. I do not believe I need to tell you that 
20 years ago at the drop of a hat a man could have obtained a million 
dollars of risk ¢ apital to place this product before the market, but what 
are we faced with today because of the excess profits tax / 

Here it is in cold basic facts. A number of persons are just as 
enthusiastic as I am about this project. They have more money than 
I have, which is neither here nor there, but the point I am bringing 
out to make it more concrete is that we can obtain an order from the 
General Foods Co., which is one of America’s top-ranking companies, 
for 400,000 of these pitchers per month for a period of 1 year. Genera] 
Foods Co. is not complaining t about the price. We can produce them 
for the price which they require, which is roughly 40 cents each. This 
over a period of 1 year allows a manufacturing enterprise to be set up 
and assured of an order for approximately $1,900,000, which is a good 
piece of business in any man’s language. 
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You might ask is there any profit in this. We say “Yes”. Before 
excess-profits tax, we figure—and we are pretty sure of these figures— 
that there is just under 4 cents apiece in each one of them or $190,000 
so-called profit. This is practically a guaranteed order, and when I 
was presented with this order T attempted to secure from friends, 
individuals, and so forth, the moneys necessary to produce this volume. 
For your further information, this represented an investment of 
$250,000 in machinery and tools to make it. Now, I ask you how under 
the excess-profits-tax law can a man or a group of men give me or a 
corporation $250,000 to establish this business. They naturally all 
hope to receive their money back plus a profit at some date. What are 
their chances of ever getting this money back under the excess-profits- 
tax laws as they exist? I need not tell you. You know. They are 

tbsolutely zero. The reasoning is very simple—the same as the $50,000 
‘ase which I previously explained, only this time we are dealing in 
Lata figures. Basically, it would run something like this: After 
ware $190,000, you pay a tax figured on an 85 percent corporate 
bracket of $162,000 to the Federal Government. This thereafter leaves 
the stockholders who have invested the $250,000 with $28,000 at the 
end of 1 year. With $250,000 invested in this, we have a firm offer 
from one of America’s most outstanding corporations, the General 
Foods Co., to buy it. They want it, and they want to buy it exclu- 
sively. Yet we cannot get a nickel because of this excess-profits- 
tax law. And 150 people can be put to work. And if $250,000 can be 
furnished, it will give the steel mill orders and will give the plastics 
industry orders for a lot of material to put into this thing and put it 
out on the market, wna you can go on and develop a big business 
from that. 

But today we can develop absolutely nothing from it. Under the 
best of circumstances, the machinery which was purchased for this 
project would be $75,000 less valuable, even taking into account allow- 
able depreciation. Thus we have to deduct before we can consider 
it a profit the loss of $75,000. Deduct the $28,000 profit from same, and 
we come to a figure of a net loss of operation for the first year of 
$47,000—win, lose, or draw. 

These figures, as you can see, are corporate figures. This $28,000 
so-called profit is again subject to individual taxes once it is disbursed 
to the individuals who have put up the $250,000. It is reasonable to 
assume that these men are in a fairly high-tax bracket. Therefore, 
their spendable net. or take-home pay as it were, from a quarter mil- 
lion dollars would be around $10,000. This $10,000 is the money they 
can make if everything goes well. If we cannot secure a second year’s 
business, they, as you can see, stand to lose not only the $47,000 as 
indicated above from this enterprise, but they also lose almost a sure 
3 or 4 percent interest rate which they would be able to secure from 
any reasonably good stock portfolio, and they would not need to take 
a risk to do this. Can any member of this committee justifiably say 
that we have a reasonable tax program when presented with these 
facts? Why, what can you do with the excess-profits tax that way? 
You might as well close your door. 

Yor oon see T have been unsuccessful in securing the money for this 
project. even though everyone I talked to is extremely enthusiastic 
about it until they talk with their tax consultant or begin to analyze 
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the tax picture themselves. That is always the bugaboo, Everything 
is wonderful until the tax men get hold of it. 

I am here today as one lone manufacturer trying to present evidence 
which will show the committee directly what a terrible thing this 
excess-profits tax is—not so much for myself personally, for I am 
making al living which I consider a nice one. I love this country, and 
I love it enough to take time off today to present these facts to you 1h 
hopes that you will be able to do something about them so that I may 
protect the future prosperity of this country and the future living 
stand: ards of eve ryohe conti ained therein. 

4 claim if you will explore and think about this seriously, you can 

e how it is curtailing the prog ress of this country, how it is jeopardiz 
ing the future employment of our youth, and how it has practically 
dried up and stifled the possibility of obtaining risk capital. Today 
the excess profits tax has taken the initiative and incentive away from 
every man in the country who wants to make something of himself 
and his country, and in so doing will positively bring about a depres 
sion which will cost many billions of dollars to attempt to overcome. 

I am not here today to talk about tax reduction. I am here to talk 
about tax alteration, which I feel will ultimately increase the revenue 
of this country over that of its present position, and I am listing below 
the points which should be kept in mind to allow this country to 
progress ; 

l. Individuals and corporations should be allowed to receive their 
risk money back before any taxes are imposed. This is especially 
important for unlisted stock companies and small businesses. 

The excess-profits tax should be completely eliminated from busi 
ness. It is literally cutting off the nose to spite the face. It it dis 
astrous. It prohibits expansion and diies up risk capital. 

3. The excess profits fax or tax program as a whole completely 
impairs incentive, initiative, and the will to go out and do a good 
business job. These are the things which made this country great, 
and these are the very things which are being crucified. The risk 
we run in continuation of the present unrealistic tax structure is not 
so much to the individual alone, but in its cumulative effect on thou 
sands of individuals and companies which eventually will force a 
lowering of the standard of living and a poorer economy for all of 
us W het her we be rich or poor, beggar or thief. 

There should be provision whereby a firm is allowed to deduct 
for taxes a reasonable interest rate to be paid to the investors, reason- 
able being 6 percent, which 6 percent would be a deduction before 
taxes, 

5. Taxes are such today that a man is literally a fool to enter into 
a small business. To prove this, I myself can come out with more 
take-home pay by selling my companies and investing those moneys 
received from the sale ina good grade of stock, there ‘by retiring from 
active business for the rest of my life. I will have more money to 
spend; I will have more security; and I will be able to provide for 
my family in the future better than by my continuing in business. 
Now, that is the very dickens of a note. I sit here 39 years old. I 
have built up a good business, and then to think I have to sell it in 
order to make money. The only reason I am manufacturing today 
is that I feel this situation is so vital that it cannot be overlooked 
and therefore there will be a change. Unless that change occurs, 
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none of us will have security, for everything will begin in a rather 
short period of time to fall to pieces. That is my firm conviction. 
Thus for this reason and this reason only, I am continuing to manu- 
facture today—only because I think it is so vital, so needed, for people 
to understand. I know a lot of members of this committee agree with 
me, and it will be brought home to somebody somewhere along the 
line to correct it. 

Before I end, I would like to bring to your attention what has hap- 
pened when a logical tax program has been extended. In this case, 
we shall take the oil companies as well as the chemical companies. 
Here where both of these operations received special tax advantages, 
you and I have witnessed tremendous and rapid expansion. It has 
been the next thing to astonishing, the result being, because of a 
reasonable tax program, these industries today—namely, the oil in- 
dustry and the chemical industry—are producing more revenue, more 
goods, and a better standard of living for everybody, because they 
have a realistic tax base to work on. "They have this 20 percent fast 
writeoff in the depreciation schedule. And the steel companies have 
had the same thing. Look at their records. How much more money 
is the Government getting today from those very steel companies? 
And it is not penalizing those companies today. They can exist. 
And the Government can take 2 or 3 times more money from those 
same industries than if they had taken all of the money from them 
in taxes. Here again the proof of the pudding is in the eating, and 
although I am not completely versed in this particular phase of my 
conversation, I believe it would be safe to say that the Government 
today is receiving more moneys with lesser penalties to the oil and 
chemical industries than they ever could conceivably have secured 
from a tax program which is in existence today in most other indus- 
tries. Besides this, the Government stands in a position to be able 
to abstract much larger tax revenues from the oil and chemical indus- 
tries than it would have had it crucified those industries by unreason- 
able and unethical taxes which this same Government has imposed 
upon businesses such as mine. 

I believe it would be better to alter this excess-profits tax as well 
is the entire tax program so that a hard-working and unusual man 
can have the incentive to work, for only by putting y brains to work ean 

you put people to work. 

I thank you for the time you have given me, and I will be only 
too glad to cooperate with the committee in an way possible, either 
now or in the future, to bring about a tax program which will make 
this country greater rather than ruin it. Ithank you. 

The Cratrman. We thank you very much for your very fine 
statement and the illustrations you have given from your business 
experience, which are most helpful to us. 

Mr. Exsernarrer. Mr. Betner, have you checked to see and made 
an estimate of what corporation taxes you pay at the regular rate 
of 52 percent as it is now to ascertain whether the Gover nment would 
get more revenue if you were in a position to continue and expand 
and make this sale to the General Foods Co.? Have you carried those 
figures out ? 

Mr. Berner. No. The only thing I could say is that they ae 
get the fishcake now until something i is done with it. And if it 
on a 52-percent basis, they would get approximately $70,000 to $80. 
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000, and we would be happy to give it to them. And that is only a 
start, because this could go into my business, which could eventually 
bring the Government $200,000 or $300,000 a year. But it is being 
stifled. 

Mr. Esernarrer. My point is, from the standpoint of the fiscal 
revenue to the Government, if you were allowed to expand, on the 
basis of your estimated sales, would the Federal Government get more 
revenue than they are getting now? They are not getting anything 
now ¢ 

Mr. Berner. That is correct. 

Mr. Evernarrer. So they would get more revenue ? 

Mr. Berner. Oh, very definitely they would get more revenue if 
we were to expand. You can get nothing from nothing, but if 
somebody has $10, you can tube $5 away from him; but if he has 
only $5, you cannot take $6 away from him. 

Mr. Esernarrer. I just thought if you carried those figures out 
in your estimates, we would have a figure of what you would have 
been able to pay the Government. 

Mr. Berner. No. 

Mr. Mason. I just want to follow up Mr. Eberharter’s question 
there. If this excess- profits tax is allowed to expire on June 30, do 
you then think you could get this $250,000 you need and put it in 
this business and produce that article and be able then to pay the 
Government $70,000 or $80,000 a year in regular corporation taxes? 

Mr. Berner. I positively believe that is ex xactly the thing that will 
happen. I assure you a dozen different people have said if they 
could see a way of making money out of it, 1 can have the money. 
And I know I can have the money which, in turn, means the Govern- 
ment is going to receive a lot more money from me. In a 10-year 
period, they Will receive $700,000. As it is now, they are not going 
to receive anything, because if it is not corrected, I am going to sell 
out at a profit and am going down in Florida some place and call 
it quits and be happy, and the Government then will get mere sly $2,000 
or $3,000 or $5,000 a year from me. 

Mr. Mason. And the only thing that stands in your way is the 
continuance of this excess-profits tax ? 

Mr. Berner. Absolutely true. 

The Cuarrman. We thank you very much for your fine statement. 

Mr. Berner. Thank you. 

The CuatrmMan, The next witness is Mr. Eugene Jalbert, treasurer, 
Judson Dunaway Corp., Dover, N. H. 

Will you please give your name and the capacity in which you 
appeal r? 


STATEMENT OF EUGENE JALBERT, TREASURER, JUDSON DUNAWAY 
CORP., DOVER, N. H. 


Mr. Javsert. I am Eugene Jalbert, treasurer of the Judson Duna- 
way Corp., of Dover, N. H. 

1 would like to present this testimony in opposition to the exten- 
sion of the excess-profits tax. 

Before presenting our testimony, it seems fitting that some his- 
torical data be given on our company. The Judson Dunaway Corp., 
of Dover, N. H., was incorporated on December 28, 1934, under the 
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laws of the State of New Hampshire. At that time, it was known as 
the Expello Corp. The name was subsequently changed to the Judson 
Dunaway Corp., on December 5, 1945. The change was in name only 
and did not affect the corporation in any other way. 

The Judson Dunaway Corp. packs and distributes insecticides (moth 
products) and cleaning compounds. It distributes nationally and does 
a small amount of export business. At the present time, it has two 
manufacturing facilities; one in Dover, N. H., and another in Good 
land, Ind. 

The duly elected officers for 1953 are: S. Judson Dunaway, presi- 
dent, Ogunquit, Pg ee KF. Samuel Knox, executive vice president, 
Dover, N. H.; J. Eugene Jalbert, secretary-treasurer, Dover, N. H. 

The Judson — away Corp. is offering the following testimony as 
its objection to the continuance of the excess-profits tax after it is 
scheduled to expire on June 30. 

It is appreciated that this committee is interested primarily in the 
direct. effect excess-profits tax has and had on our particular business. 
Since we have now had two experiences with excess-profits tax, we 
will try and show how it has affected our own business. In order to 
do so, it will be necessary to go back to the base-period years of 1936— 
39 to show the hardships of the tax, how it retarded our growth, and 
what we did about it. This is particularly pertinent since we were 
among the first to be granted relief under section 722 of the excess- 
profits tax in effect during World War IT. 

As we explained above, the Judson Dunaway Corp., formerly the 
Expello Corp., was incorporated in December of 1934. At that time, 
it was a one-product business with the product being a seasonal one. 
It sold an insecticide (Expello) for moth control. During the years 
1935 and 1936, it continued to be a one-product business. The cor- 
poration then decided that if it were to stay in business and operate 
successfully, it would be necessary to manufacture additional prod- 
ucts. It, therefore, directed its attention to the development of 
other products; particularly those for which there would be a de- 
mand throughout the year, thus eliminating the drastic fluctuations 
in sales and in employment which were inherent in a business produc- 
ing’ a one-season produc a 

During the year 1937, after much research and experimentation, a 
toilet-bow] cleaner and deodorant was produced and distributed on a 
nationwide basis, under the trade name Vanish. This involved new 
sales representatives, new outlets, and new distribution methods, since 
the insecticides were distributed largely through the drug trade; 
whereas, the cleaner had to be distributed through the groe ery trade. 
In addition to that, the promotion of Vanish in a competitive market 
required the expenditure of relatively large sums for feature advertis- 
ing, demonstration, premium plans, and so forth, throughout 1937, 
1938, and 1939. This was particularly true in 1938 when operations 
resulted in a net loss. It is quite obvious, therefore, that the efforts 
made by the company to stay in business and grow, were made during 
a period which eventually turned out to be the base period years of the 
excess-profits tax law, imposed during World War II. 

When the excess-profits tax law was imposed, we found ourselves 
with an extremely low base as follows: 
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1936 : wii ._ $6, T77. 97 
19387. . = ee . intitle 7, 106. 54 
19838 (loss) ain a 7 a 738. 09 
1989 .. . 3 ae a , 683. 88 


Total : ; .. 29, 780. 25 
\verage : anna 10, 899. 48 
The above average was added to the specific exemption of $5,000 for 
years 1940-48 and $10,000 for 1944-45. It can be seen, therefore, that 
when the company reached the point where it could reap the benefits 
of its earlier efforts, the excess-profits tax was imposed. 

The Judson Dunaway Corp., formerly the Expello Corp., decided 
that the imposition of excess-profits tax constituted a burden, it could 
ill afford to carry. Accordingly, it decided to file for relief under 
section 722 of the Internal Revenue Code. The application for relief 
was prepared by its accountants, Messrs. Haskins and Sells. 

K arly in 1943, the corpor: ation attempted to file for relief under sec- 
tion 722. It was then advised by its accountants, Messrs. Haskins and 
Sells, that action should be deferred until the Commissioner issued 
regulations setting forth specifically the data to be submitted. Finally, 
the first app lication was made on September 15, 1943. Ensuing appli- 
ations for subsequent years were made at later dates. A long period 
of negotiations, investigations, and so forth, then ensued until the 
ase Was brought to a conclusion in 1946. The results of our applica- 
tion increased our constructive average base-period income from $10,- 
899.48, previously allowed, to $22,045.69. We received rebates from 

ie Government of approximately $20,000. 

I might add here that the Bureau did provide a relief section for 
those people who felt that the excess-profits tax was a burden but they 
did not know themselves how the thing was to be applied and neither 
did anyone else. 

Dur ing the course of our application, the difficulties were many and 

ied. Some of those that come to mind may be itemized as follows: 
The executive staff of the corporation spent much of its time se- 
curing the information required by the Bureau. Much of this time 
was wasted effort, since the Bureau itself was not sure of the informa- 
tion it required. ‘This was due to the highly technical nature of the 
relief provisions. It might be noted at this time that the time spent 
by the company’s executives could normally have been spent more 
constructively in building its business. This is particularly true dur- 
ing war years when competent help is scarce and officials are required 
to perform duties ordinarily de ‘legated to subordinates. 
The normal business executive does not possess the necessary skill 
to handle an ap plication as technical as that presented in section 722. 
Since such is the case, we found it necessary to employ skilled account- 
ants. Our cost in filing this application came to about $7,000 to secure 
a rebate of about $20,000. 
3. It should be particularly noted that during the course of the 
application, which covered a period beginning in 1943 and ending 
1946, the corporation did not know what its excess-profits tax liability 
was for the years 1940-45 until its claim was allowed in 1946. This is 
particularly burdensome to a small, expanding corporation which is 
trading heavily on its working capital. 
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4, Our original claim was disallowed and it was necessary to secure 
further information, consult our professional sources, and have in- 
numerable meetings with the field agents. 

In view of the above, our picture for the years 1940-45 which were 
excess-profits-tax years is as follows: 


Normal and excess profits 
Net profit 


Before tz 7 —| Total taxes after taxes 


Surtaxes Taxes 


1940 8 $29, 621 $5, 922 

__ 29, 578 5, 906 $453 | 

1942 35, 190 8,417 4, 308 

1943 55, 559 7, 250 23, 988 | 

194, 34, 668 9, 234 4, 160 

1945 32, 091 9, 900 | 981 | 
| | 


It can be seen, therefore, that because of excess-profits taxes, we were 
unable to retain enough of our profits to take care of our normal 
expansion. An example of what it did is as follows: 

(a) The stockholders received no return on their investment since 
the cash position prevented the payment of dividends. 

(6) We purchased a building for $35,000 and found it necessary to 
secure a mortgage as small as $15,000. 

We have given you the above sketch of our experiences covering ou 
first experience with excess-profits taxes. We now enter the second 
phase which might be considered the postwar period and the prelude 
to the Korean war, as well as the so-called cold war with the enemies 
of our country. As we all know, the Korean war and the cold war 
required the expenditures of large sums of money. These expendi- 
tures had but one source and that was taxation on all forms of busi- 
nesses, and taxation on personal incomes. It was felt that when the 
need for additional taxation came about, our collective experiences 
with excess-profits tax would lead us to devise some other form of tax- 
ation which would be simpler for the taxpayer to handle and which 
would be more fair and equitable. Apparently, the powers that be 
felt quite differently since in 1950 the then administration imposed 
another excess-profits tax on businesses. This time, however, an 
excess-profits-tax law was devised that is not only far more compli- 
cated, but more difficult to handle. As a small corporation, we have 
noted the following about the law which not only applies to us directly, 
but also applies to the majority of concerns such as ours: 

The law, the regulations, and the schedules that are required to be 
filed are so complex that small corporations are virtually compelled 
to obtain outside assistance. 

Corporations earning less than $25,000 are not required to prepare 
the complicated excess-profits-tax schedules ; however, if several years 
later, their profits exceed $25,000, they are required to prepare the 
excess-profits-tax schedules for the preceding years in order to deter- 
mine the unused excess-profits credit that can be carried forward to 
the current year. 

The law includes a number of relief provisions which are extremely 
technical and complicated; unless taxpayer familiarized itself with 
these provisions, it cannot be sure that it is not paying more tax than 
it is legally required to pay. 

The above, of course, represents generalizations. We do want to 
show, however, how the excess-profits taxes affect us particularly and 
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why we feel that our company is discriminated against and why its 

share of the tax burden is inequitable. In order to do so, we submit 
the following schedule showing our base-period income from the year 
1946 to 1949 and our base- per iod exemptions : 


1946___ : we dics’ i bens ~ $166, 596 
A iiss ecsmin — ; ’ 2 4 J 93, 6SO 
1948__ . ee ' : e 9, SY1 
Bs eenccaneiinicee wwe oe : : cance ae 

Total Sn able__- = . bade : .... 966,588 
Average __ diets ad . . nbvhcmdieanbenrented') (aoe 


In comparison with our previous experience with vaeniiisiliie 
taxes, our base-period income has increased considerably. We fee}, 
however, that again we are being subjected to a burdensome tax that 
is unjust and unfair. We find that again, we are penalized at a time 
when growth has reached a point where we should expand. By way 
of explanation, we submit the following schedule showing income, 
taxes, and retained earnings. You will also note the percentages of 
retained profits during the excess-profits-tax years as compared with 
those base-period years not subjected to excess-profits taxes. 

The schedule is intended to display that we were in 1946 able to 
retain 59 percent of our profits after taxes and that has shrunk down 
in 1952 to 37.4 percent. So we are retaining 22 percent less in profits. 


Normal and excess sin alae insindih ol 
Net profit A - Total taxes I profit re- 

after taxes tained 2 
Surtaxes Profits = 


1946 ! $166, 578 $49, 840 $27, O85 $77, 825 88, 75: 59.3 
1947 94,170 34, 822 34, 822 59, ¢ 63. 0 
1948 12, 206 2, 952 2, 952 , 25 75.8 
1949 105, 303 42, 121 42,121 3, 182 60. 0 
1950 3 : e 177, 643 69, 378 , 736 74, 124 3, 51g 58. 3 
1951 : 160, 967 71, 635 9,178 80, 813 80, 15 49.8 
1952 222, 476 110, 188 29,12 139, 304 83, 168 | 37.4 


1 This includes a partial year under the old excess-profits tax. 

2 This is the percent of retained profits based on net profits before taxes. 

3 Excess-profits taxes in effect 3 months only. We were on a fiscal year ending Sept. 30. We have since 
changed to a calendar year. 

43 months. 


We now find ourselves in a position where our experience with the 
present law parallels that of the first. By that it is meant that the 
penalty of expansion has made us liable for excess- profits taxes, 
whereas our company should not be subject to excess-profits taxes at 
all. 

At the close of World War II our company found itself in a situa 
tion where it was not strategically situated geographically to service 
all of its customers. It should be remembered that we now ship all 
over the country to some 6,000 customers. Freight rates rose astro- 
nomically, These rates left us with one of two alternatives: (a) With- 
drew from the more distant markets and (0) purchase additional 
facilities in the Middle and Far West. 

(a) We accordingly made two moves. First, we withdrew part of 
our products from the west coast entirely, and, second, we purchased 
a plant in Indiana. This was done in 1945. As you know, a new plant 
tekes some time to operate efficiently. Our overhead was above normal 
during the years that are now considered base-period years. We then 
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found that our first location in Indiana was not suitable. In 1950 we 
moved tothe northern part of Indiana. This, of course, was expensive. 
We have found, however, that it has paid off in the long run. 

(4) During the base-period years (1938-39), this country was in an 
inflationary spiral. Raw-material prices and labor costs moved up- 
ward after the price controls were lifted. All during those years the 
administration exhorted general business to keep prices down when- 
ever possible. In order to conform to this policy, we attempted to do 
just that. Our margins of profit squeezed tighter and tighter as 
raw-material prices and labor costs rose. We finally reached the point 
where it was necessary to raise prices if we were to keep the corpora- 
tion ina sound financial position. This occurred in 1950. This failure 
tu increase our selling prices till after the base-period years proved to 
be one of the reasons why we are in an excess-profits-tax bracket. 

(c) In 1948 we purchased the trade-mark, inventory, and so forth, 
of a going business. We then found that the purchase was not a good 
one and that we were forced to take large inventory losses. That, of 
course, may be construed as bad judgment. Frankly, we think it was. 
We now find that, in addition to being penalized by these inventory 
losses, we are further penalized by their effect on our base-period 
income. 

(7) In 1951 it was necessary to secure banking accommodations 
amounting to $100,000. This was necessary because of inventory pur- 
chases and a heavy tax burden. 

[ might add we had gone along for 3 or 4 years without requiring 

py banking accommodations but because of the heavy tax load and 
avy inventory purchases we did have to borrow. 

(e) During the base period years, many corporations, particularly 
the larger ones, had tremendous backlogs of orders. Their volume 
of sales and profits took.sharp rises. This was natural because of the 
pent-up demand for ward goods in particular. The natural result 
was large profit years and consequently excellent base-period years. 
Our company is not the type, by nature of its products, that would 
have a backlog of orders. \s ‘such, our base- eee year’s did not 
present the type of a profit picture that made a high excess~profits-tax 
base-period exemption. .As such, we again find ourselves on an unequal 
basis with the larger corporations. 

(f) During the current year, we now find ourselves with a base 
of approximately $125,000. We further find that we have earned 
that during the first 4 months of 1953. We now find that our earnings 
beginning with May of 1953 and ending in December of 1953 will 
be subject to 82 percent in Federal income taxes. In our minds, this 
is almost confiscatory. 

This represents a little of the background of the factors contribut- 
ing to our base-period exemption. We have set up the above outline 
in an effort to indicate how this type of taxation affects our operations 
and in some measure is retarding our current growth plans. For 


example, we would like to outline an analysis recently made of ow 
operations: 


As we gathered experience with our Midwestern operations, it was 
noted that our major product could be produced ches aper in our In- 
diana plant than in our New Hampshire plant. After investigating 
the situation, we were able to attribute the savings to our plant facil- 
ities in Indiana. Accordingly, we decided that it would be to our 
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advantage to build a new plant in the East. In analyzing the advisa- 
bility of doing so, it was found that the potential savings of a more 
eflicient oper: ition would pay for the plant in 10 years. We further 
found that the necessary financing would be available. 

After all the facts were gathered, we then proceeded to decide 
whether or not this plant should be built. After a great deal of dis- 
cussion, the management decided to table the matter for the time being. 

One of the reasons for the decision was that it would be too heavy 
a drain on our cash position. This drain would be further aggravated 
by our heavy tax poyme nts due under the current system of taxation. 
li is evident, therefore, that the heavy taxload resulting in a decrease 
in our retained earnings was the determining factor in our decision. 

All of the testimony above is being submitted in an effort to give 
this committee a picture of our two experiences with excess-profits 
taxes. We are a small business in the general scheme of things and 
normally should not be concerned with excess-profits taxes. Yet, under 
the laws, as they are now written, we find ourselves vitally concerned 
with this form of taxation. 

As a concluding statement, we wish to offer the following as the 
policy of the Judson Dunaway Corp. : 

It is the opinion of the officers and directors of the Judson Dunaway 
Corp. that the current system of taxation known as excess-profits taxes 
is a vicious form of taxation. It is neither fair nor equitable and 
cannot possibly take in the problems of all corporations. 

Since excess-profits taxes cannot be administered fairly and equi- 
tably, it is our considered opinion that it should be allowed to expire 
at the appointed time. 

The Judson Dunaway Corp. is not averse to paying taxes. It feels, 
however, that it should pay its taxes 1 proportion to its sales and 
profits. It further feels that it should a its taxes on the same basis 
as corporations both large and small. There should be no discrimina- 
tion in favor of any corporation of any size. This corporation sug 
gests that if the Government honestly feels that additional revenue 
is required, it should be levied and c ollected on a basis that is fair to all. 

The Cuarrman. That concludes your statement ? 

Mr. JauBertr. Yes, sir. 

The CHarrMan. I want to congratulate you, sir. It is a very con- 
cise statement and is one based upon your own experience. 

Are there any questions or any observations ? 

Mr. Mason. This last statement you think should be applied, if 
they have to have more money, on a basis fair to all ? 

Mr. JacBert. That is correct. 

Mr. Mason. Would you agree that if the excess profits tax is dropped 
and the shackels taken off young growing businesses, 1- o” 2-percent 
increase in the corporation tax would be fair to all, if it has to be 
raised ? 

Mr. Jaueerr. That is true, and that is the definite policy of our 
corporation, and its feelings in the matter, that an increase in either 
the normal surtaxes would then apply to everybody and we would 
all be in the same boat. 

Che Cuairman. We thank you very much for your very fine state- 
ment, 

The next witness is Mr. William A. Thompson, president of Tool- 
craft Products, Inc., of Dayton, Ohio. 
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Mr. Thompson, we are glad to see you here and if you will give 
your name and the capacity in which you are appearing, we will 
appreciate it very much. 


STATEMENT OF WILLIAM A. THOMPSON, PRESIDENT, TOOLCRAFT 
PRODUCTS, INC., DAYTON, OHIO 


Mr. THomrson. My name is William Thompson and I am with the 
Tooleraft Products Corp. of Dayton, Ohio. I am in the tool business 
and as you know it isa very vital business in the country, and when we 
are taxed like we are, you are going to tax the toolmakers right out 
of business, and you are going to need them badly maybe—I hope 
not—but you might. 

[ have requested the opportunity to testify before this committee 
because I feel most strongly about the inadvisability of extending the 
present excess profits tax as it now stands on the books. I realize the 
tremendous financial burden facing our country today and in speak- 
ing against this tax I do not wish to convey the impression that I want 
to escape any responsibility, only that I want to be taxed on a fair 
and just basis. 

I represent a small corporation engaged in the business of manu- 
facturing tools, dies, jigs, and fixtures used in the production of almost 
all items for defense, as well as for peacetime use. Since I have been 
in this business for 45 years, I feel I am qualified to speak on its 
problems compared to those of other industries. 

During the past years the tool business has always run in cycles of 
feast and famine, more so I feel than any other manufacturing in- 
dustry. I started my present company in 1939 with 1 grinder and 
now have 2 plants and approximately 130 employees. 

At the end of World War II, the tool business was in a disastrous 
condition. People had been without commodities such as our tools 
produce for quite some time. As a result, the pent-up demand for 
automobiles, refrigerators, and so forth, allowed the large manufac- 
turers to produce their prewar models with few changes. This caused 
the tooling business to become what is commonly called a depressed 
industry. During the postwar period, when tool manufacturers were 
finding it difficult to remain in business, corporations such as General 
Motors made the largest profits in their history. This period was 
used as a base for the excess-profits tax. I do not know a remedy but 
I do feel some method of consideration should be devised to allow 
relief since the tax is based for my company on my lowest period, 
which due to circumstances described above, we could not alter. 

I used all my energy and knowledge just to remain in business, while 
for companies such as General Motors the tax is based on their best 
years. It would seem to me that companies like ours are being penal- 
ized for things beyond our control and as a result are paying an excess- 
profits tax on an unfair basis with business as a whole. 

In 1946, my company’s profit was $55,191.38; in 1947, $21,715.72; in 
1948, $13,059.60; in 1949 we lost $8,472.13; in 1950, $41,650.22 ; in 1951, 
$342,651.81; 1952, $511,068.75. These figures are all before any Fed- 
eral, State, or en al income taxes are computed. In 1947, my machin- 
ery, equipment, and buildings had a book value of $166,12 3.38. The 
book value for 1952 was $697,957.56. 
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In 1951, my total Federal income taxes were $229,146.54 of which 
$59,443.71 was excess-profits tax. In 1952, my taxes were $352,645.80, 
of which $92,601.63 was excess-profits tax. 

In order to serve my country to the best of my ability and in the 
only way I know, I expanded in 1951 and 1952, as shown above, in 
order to have facilities capable of doing the job. As must be evident, 
whatever profit we were able to keep has been put back into the busi 
ness to enable it to do a better job for both the Government and private 
industry. 

The taxes have put us in a position of greatly reducing our working 
capital. Had we remained static, we would not have made as much 
money or paid as great a tax. At the same time we could not have 
served as well. 

As I said in the beginning of my statement, I am not complaining 
about high taxes—only about what I feel to be an unfair method. 
My excess-profits tax is based on the years when the tool business was 
almost nonexistent, while most large corporations made the greatest 
profits of their history. Therefore, I am very much against the 
extension of the present excess-profits tax. 

The Cuatrman. Thank you very much, sir, for your statement. 

Are there any comments or observations ? 

Mr. Mason. It isa very clear and concise statement. 

Mr. Tuomrson. We think we represent just about the situation in 
the entire tool industry, as the industry just about fits in the same 
picture. 

Mr. JENKINS. I would like to bring out this fact from your testi- 
mony, since you have a little different case from a lot of these which 
we have had before us. 

Mr. THompson. That is right. 

Mr. Jenkins. A lot of these have been practically new companies 
but you are not a new company, but at the same time your excess- 
profits tax is figured on your low base when you could not pay and 
they take advantage of that from then on after that time, and they 
take, under your figures, more than one-half of the amount you make 
every year for taxes? 

Mr. Tuompson. That is right. 

Mr. Jenxtns. That is all. 

The Cuamman. Thank you very much, s 

The next witness is Mr. A. Vander Me an n, Vice president and treas- 
urer of the United Specialties Co. of Chicago, Ill. 


STATEMENT OF A. VANDER MEULEN, VICE PRESIDENT AND 
TREASURER, UNITED SPECIALTIES C0., CHICAGO, ILL. 


Mr. VaAnpeR Mevuten. Mr. Chairman and members of the committee, 
let me state first of all that I greatly appreciate this opportunity of 
stating why, in my opinion, the excess-profits tax should be allowed to 
expire on June 30, 1953, as provided by law, and what effect this tax 
has had on our business to date. 

United Specialties Co., of which I am vice president and treasurer, 
is a relatively small company, and its problems are, no doubt, typical 
of many other growing organizations. We employ at present more 
than 1,200 people in 3 plants, located in Chicago, Philadelphia, and 
Birmingham, Ala. Our main products are automotive parts which 
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are sold direct to automobile and truck manufacturers. We sell to all 
automotive and truck manufacturers, with the exception of General 
Motors, who manufacture for themselves the same parts we make. 
The automotive parts manufacturing business, as you probably 
now, is highly competitive, and even in good times requires low-cost 
manufacturing technigq jues in order to compete and sell at a profit. 


We compete with sever: al large companies in our field, largest of which 
is Gener: ¥ Motors. I mention these facts only to emphasize that our 

isiness 1s highly competitive, that we compete with much larger 
organization: for our business, and asa our growth is dependent upon 
low prices, good engineering, and quality products, and not because 


we have a sesiael to offer that has no competition, and therefore, per 
mit us to set oi r prices to absorb ive costs. 

I shall endeavor to prove throu; 7 tees actual experience of our com 
pany in the past 3 years that not only should the excess-profits tax be 
allowed to e xpire on June 30, but that it was unwise for Congress to 
have enacted this law originally. Briefly, my company’s experience 
with this tax law indicates three things: 

That companies which desire to stay strong financially should 
under no circumstances expand their operations while there is an 
excess-profits tax law ine ‘ffect: and 
2. Because of this refusal to expand, the Federal Treasury is not 
receiving normal and surtaxes which would largely offset what they 
now receive from excess-profits taxes; and 

This company has mortgaged its future and the security of 1,200 
employees because our business doubled in the last 3 years, and ex 
cessive taxes took all of our increased earnings. Asa result, we had 
to borrow to provide funds for permanent assets. 

Early in 1952 we rejected a substantial amount of additional busi 
ness, and our decision was made solely because of the excess-profits 
tax. We were requested, by a large television set manufacturer, to 
manufacture for them an all-metal cabinet for table-model television 
sets. Our inducements to accept this business were as follows: 

Geographically, our 4 Sieadies plant was ideally located. 

Our price was right. 

Sales annually would be approximately $3 million. 

It would give ‘employment to about 1! 50 people. 

Our earnings before taxes would be approximately $300,000. 

Our earnings after Federal taxes—$54,000. 

We refused the business for the following reasons : 

1. It would necessitate a capital expenditure of approximately 
$250,000. In addition, we would have to provide working capital of 
about, $500,000; therefore, it would require an additional $750,000 
capital for this new business. 

With a net income of only $54,000 after Federal taxes, it cer 
tainly would not be economically sound to invest this money. 

As a result of this decision, indirectly the following things hap 











pened : 
. 1. 150 people did not obtain employment. 

The Federal Government did not receive normal ana surtaxes on 
$300,000 annual profit. They therefore lost in normal and surtaxes 
52 percent of $300,000, or $156,000. 
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It would, therefore, appear that had it not been for excess-profits 
taxes, the United States Treasury would be better off by $156,00: 
annually. 

The example just given is an actual case where because of excess 
profits taxes we refused to tata additional business, and thereby 
provide employment for at least 150 people 

I will now briefiv summarize the effect ‘that a 1U0-percent increa 
n business from 1950 to 1953 has had on our balance sheet unde 


excess-profits taxes. During 1950, and prior to the passage of t 
excess-profits-tax law, this company made 2 decisions that resulied 
in an Increase in sales from $9,621,000 for the fiscal year ended 
August 31, 1950, to an estimated $19.390,000 in 1953. Early in 1950 
we began producing a metal shell which was sold to television tube 
manufacturers. This was a new product for our company and required 
the investment of substantial sums of money in building and equiy 
ment. Also in 1950, we acquired a Manufacturing plant in Birmi 
ham, Ala. This move was made to provide additional facilities foi 
the manufacture of air cleaners for automobiles. The increase in bus 
ness from these additional facilities has increased our profit be e 
Federal taxes from $910,000 in 1950 to an estimated $1,719,000 in aor 


Our net income, after taxes in 1950 was $550,000. Our estim ated 
necome in 1953 will be $545,000: therefore, our net income, 1n spite of 
the fact that our sales doubled, will be $5,000 less in 1953 than it was in 
1950. Our Federal income-tax bill in 1950 was $360,000, and in 1953 

will be approximately $1.174.000, of which $290,000 will be exce 
profits taxes. 

Now, the fact that our net earnings did not increase, even with a 
100-percent increase in volume, is in itself of little interest or concern 
to the taxing bodies of this Government. It is needless to Say that 
under present conditions it is necessary for the United States Treasury 
to try to obtain as much mone vas it ean through income taxes in order 
to balance the budget. and it also seems logical that the companies 
who have substantial a are in a better position to pay this tax 
bill than those who do not have the earnings. The fact that our tax 
bill is more than three times what it was in 1950 apparently does not 
seriously affect the country’s economy; however, the serious aspec 
of this situation is that in order to prov ide facilities for this increas = 
business this company was obliged to increase its long-term debt from 
$118,000 in 1950 to $1,500,000 in 1953, or an increase of $1,382,000. 
During this same period our investment in buildings and machinery 
increased by $1,362,000 and our working capital increased by $900,000. 
The danger to the economy of this country is that this compan) has 
mortgaged its future and the sec urity of over 1.200 of its emp ployees 
simply because any increased earnings that we might have had as a 
result of this expansion program were siphoned off by Federal taxes 
As financial head of this ee ae I cannot he Ip but feel that increas 
ing our long term debt by $1,382,000 might some day endanger the 
financial position of this company ; therefore, from an economic stand 
point, we probably would be sounder financially today had we not 
undertaken this expansion program. 

This increase in business is in no way the result of a large amount 
of defense work, since our defense sales for 1951 and 1952 were $552 
000 and $1,178,000, respectively. It is estimated that our defense work 
for 1953 will be approximately 5 percent of our total sales. 
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If history records that the increase of the company’s long-term 
debt during the past 3 years has jeopardized its financial stahility, 
our 1,200 employees who might lose their jobs would have good rea- 
sons to think that this confiscatory tax was the cause of their unem- 
ployment. Certainly no tax law which takes away from a growing 
corporation the very capital that it needs to grow on should be allowed 
to continue. Unfortunately, the decisions that caused this large in- 
crease in business and, therefore, our present predicament were made 
prior to the passage of the excess-profits tax, on January 3, 1951, and 
I can truthfully say that if this law had been in effect in 1950, when 
these decisions were made, careful consideration would have been 
given to what effect excess-profits tax would have on the financial 
stability of this company, and it is quite possible that we would not 
have undertaken this new business. 

Should any members of this committee have any questions concern- 
ing this important matter, I will do my best to answer them. 

The Cuairman. We thank you for a very clear and fine statement 
in revard to your objections to the extension of the excess- profits tax. 
Are there any questions? 

Mr. Mason. It seems to me you have made two very strong points. 
One is that the plans for the expansion of your company took place 
before this excess-profits tax was levied and that the rules of the game 
were changed after the game started so far as your company is 
concerned. 

Mr. Vanper Meuten. That is correct. 

Mr. Mason. And the second point that stands out in my mind is 
the fact that you are a competitor of General Motors in the production 
of these automotive parts, and so forth, and General Motors had a 
very high rate of profits during the base period, which means that 
General Motors today is not paying very much excess profits, not in the 
dollar amount, but in the overall picture, while you are paying a 
tremendous amount of excess profits because of that? 

Mr. Vanper Meuten. Yes, sir. 

Mr. Mason. And that places an unfair competitive handicap upon 
you insofar as competing against General Motors? 

Mr. Vanper Meuten. True enough. 

The CuamrMan. We thank you very much . 

This concludes the hearings on the excess-profits-tax question. 

Without objection, further action on this subject will be taken sub- 
ject to the call of the Chair, and the committee stands adjourned. 

Without objection, members of the committee and witnesses will 
have 7 days in which to submit material to the clerk for inclusion in 
the record. 

(The following material was submitted for the record :) 

ANDERSON CoacH Co., 
East Tawas, Mich., June 4, 1958. 
Hon. DANIEL A. REED, 


Chairman, House Ways and Means Committee, 
House of Representatives, Washington, D. C. 

Dear Sir: With reference to the hearings now being conducted to determine 
whether or not the Excess-Profits Tax Act should be extended, we would like to 
raise our small voice against prolonging the life of a tax which arbitrarily 
misdistributes the tax burden by following a highly questionable theory for 
arriving at the amount of income to be taxed in the case of each taxpayer. It 
is inconceivable that a tax embracing such manifest injustices should be con- 
tinued beyond its present expiration date by an administration pledged to bring 
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a more realistic approach to the problems of business and industry. It is particu- 
larly difficult to understand why this law which has been openly condemned by 
mary of the leaders of the administration as ‘bad legislation” should nevertheless 
be given affirmative support by those same leaders simply because the Govern- 
ment needs the revenue. Certainly there are other ways of raising revenue 
and we believe we have a right to expect better government than that which 
simply takes the easy way out. 

We have no argument with the Treasury’s need for money nor with the 
laudable desire of the administration to balance the budget but we do object to 
tax laws that do not spread the burden equitably and tend to discriminate against 
one taxpayer in favor of another. Before the excess-profits tax law was enacted 
in 1950 the writer secured a copy of the bill and at that time forwarded letters 
to members of the joint committee of the House and Senate pointing out that 
the law would penalize any small, growing, and efficient corporation while, in 
many instances, it would impose little or no burden upon well established com- 
panies. Our experience under the law during the past 3 years together with the 
information that has come to our attention regarding the effect of the law on other 
corporations, has served to confirm our original fears. 

This company was incorporated in 1948 and our first fiscal year ended January 
31, 1949. This means we had only 2 years’ experience in the 4-year base period 
which the law prescribes as a measure of “normal profits’ in attempting to 
arrive at what it calls “excess profits” in years ending subsequent to June 30, 1950. 
While we have no actual figures available, it is supposed there must have been 
thousands of small corporations organized in the years 1946 through 1949 which 
are suffering along with our company for not having been in business 2 or 3 or 4 
yeurs earlier. It seems likely, too, that a number of these corporations (as is 
this one) are headed by men who, having been employed by the armed services 
of the United States during the years 1942 through 1946, were unable to start 
their businesses early enough to have established a fair amount of “base-period 
credit.” 

Does it seem fair that a young company should pay a higher rate of tax than an 
older corporation in the same industry, simply because of the difference in 
their ages? 

It is true we have benefited to’some extent by the so-called growth provisions 
of the law but we know that many of our competitors had substantial earnings 
during the years 1946 through 1949 and are now paying a lower overall rate of tax 
because of this fact. 

These figures will show you the impact on this small corporation of the excess- 
profits tax which, in our opinion, has been imposed not on excess profits but on 
a normal increase in profits which might reasonably be expected from a success 
fully operated young business: 


¥ eare ended Net profit Normal and E xcess-profits 
before tax surtax tax 
Jan. 31, 1949 i. ss $169, 000 | $64, 000 0 
Jan. 31, 1950 230, 000 87, 000 0 
Jan. 31, 1951... -. ; 317, 000 131, 000 $20, C00 
Jan. 31, 1952... . ‘ - 361, 000 179, 000 44, 000 
Jan. 31, 1953 _- ’ iia 459, 000 233, 000 69, 000 


During the years shown above, our sales rose from $1,400,000 to $4,200,000 
while our net profit after taxes increased only $52,000. In other words we were 
permitted to earn $52,000 on the increased business of $2,800,000, or 1.86 percent 
of such increase. 

The excess-profits-tax law was applicable only during the last 31 months of 
the period covered by the above table, during which time we paid excess-profits 
taxes totaling $133,000 on a net income before taxes of approximately $1,005,000, 
or 18.2 percent. Our net income after norma] tax and surtax was $517,000, so 
that the excess-profits tax took 25.7 percent of this income. 

This company has been expanding constantly since its inception and is con- 
tinuing to expand, although the small portion of our increased profit we are 
allowed to retain does not justify the investment of more funds in productive 
equipment. However, we are engaged in a highly competitive business and it is 
necessary for us to continue to develop more efficient methods and facilities 
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for manufacturing, in an effort to maintain our position within the industry. 
Obviously the excess-profits tax which favors the older companies and stifles the 
new, puts us at a tremendous disadvantage. 

With the expectation that the excess-profits tax would die on June 30, 1953, 
according to the provisions of the present law and expressions voiced by mem- 
bers of the administration earlier this year, we undertook the construction of 
additional plant facilities about 2 months agi We are having to use mortgage 
money in order to finance this project and now it appears we may have a further 
financial problem to meet if we are to be faced with the same excessively high 
tax rate throughout the year. 

We are certain that many young, efficiently operated corporations are simi- 
larly handicapped and discriminated against by the excess-profits tax and those 
businessmen we have talked with agree with us that a small increase in the 
normal tax rates on corporations would be a much more acceptable program 
for raising the $700 million needed revenue, than the proposed extension of the 
excess-profits tax law. 

We wish to express our appreciation, Representative Reed, for your coura- 
geous efforts in the present controversy over this law and we hope that all mem- 
hers of your committee will assist in your avowed determination to allow the 
excess-profits tax to expire on June 30, as provided by the statute. 

Sincerely, 
ANDERSON (‘OACH Co., 
Ray TuHompson, President. 


INDIANA GEAR WORKS, 
Indianapolis, Ind., June 24, 1953. 
Hon. DANIEL A. REEp, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington, D. C. 

DeaR Mr. Reep: Our company is a relatively small corporation engaged in 
manufacture of precision aircraft gearing. This is, and has been for 20 years, 
our major production. Because of the high degree of skill required and the 
quality which goes into the production, it was inevitable that military applica- 
tions would provide our largest market. 

During the base period of the excess profit tax military aircraft procurement 
policy was such that most manufacturers in this field were operating under very 
depressed conditions which, over a long period of time, I would consider to be 
abnormal. In the last 4 or 5 years we have continued a gradual growth which 
started in 1932, interrupted only by the postwar dip. 

We are and have been subject to all of the renegotiation acts and are also 
operating under the maximum excess profit tax rate. It has been necessary for 
us to expand considerably during this period and by the end of 1952 we found 
ourselves with a deficit working capital in spite of most careful management. 
This deficit has been overcome this year only through great sacrifice and stren- 
uous effort on the part of management. This situation was the result of the fact 
that our profits are renegotiated on the percentage of sales before taxes, after 
which we are subjected to the ravages of the excess profit tax, leaving a very 
small percentage for the payment and acquisition of new facilities. We have 
been fortunate during this period in obtaining certificates of necessity, which have 
been a great help. However, continuation of the excess profit tax for the last 
G6 months of 1953 will make a tremendous difference in the economic health of 
this company 

We believe that the subjection of companies of our kind to both excess profit 
tax and the Renegotiation Act is discriminatory and forces us to operate in double 
jeopardy to retained earnings. We believe that the excess profit tax is conducive 
to waste and extravagance in business enterprises; that it is basically evil from 
an economic standpoint and it is a menace to the capital goods industry of this 
country. We believe the present administration is doing a magnificent job in all 
respects, but we feel that it is morally wrong to retain a tax levy which is 
admitted to be unfair and discriminatory by all concerned. 

We appreciate very much the stand which you have taken on this matter and 
believe your philosophy is basically sound 

Yours very truly, 
T. M. ENGLEHART, Secretary. 
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STATEMENT OF E. V. JAMES, CHAIRMAN OF THE Boarp oF D. O. JAMES GEAR 
MANUFACTURING Co., CHICAGO, ILL. 


The LD. O. James Gear Manufacturing Co. is located at 1104-1158 West Monroe 
Street, Chicago, Ill., organized in 1888, and one of the original producers of cut 
years and speed-reducing transmissions of all types. Present employment is 485 

The products of this company are used by all industries and are nationally 
known for their high-quality standards. 

During World War II facilities were devoted to the production of precision 
gearing necessary to the equipment produced for the Armed Forces. Received 
the Army-Navy E award on five different occasions for efficiency, quality, and 
maintenance of delivery schedules so necessary to the successful operation of the 
national defense program. 

Likewise, in the Korean affair, all effort has been extended to the production 
of gearing to exceedingly close tolerances to meet the requirements of antijet 
radar-controlled gun mounts, and other similar equipment demanding extreme 
accuracy in the end-use product, and only feasible by aggressive and efficient 
management. 

During this period of time, due to high rate of taxation on corporations, fur 
thered by substantially increased costs of machine tools, it is now impossible 
to rehabilitate badly wornout equipment or to replace with equipment of more 
modern design and greater production efficiency or expand to meet consumer 
demand and employment of additional people without the aid of borrowed capital. 

Our average base for the years 1946 through 1949, inclusive, is $133,000. Gross 
sales for the year 1952 amounted to $5,452,000, with a profit after taxes of 
$189,000. For reason of this low base average, our excess-profits tax amounted to 
$47,000. Net gain to surplus on an additional $1 million in sales amounted to 
$39,000. 

Under existing excess-profits-tax law, our small company pays an income tax 
of 52 percent, excess-profits tax of 30 percent, without considering what may 
happen in renegotiation of contracts, leaving about 25 cents out of every profit 
dollar 

Unless present tax law is drastically modified to relieve many companies of 
this financial burden, there cannot help but be a gradual liquidation of many 
companies who are vital to our national economy. 

We, therefore, recommend that the excess-profits tax expire as of June 30, 1953. 








STATEMENT OF ROWLAND JONES, JR., PRESIDENT, AMERICAN RETAIL FEDERATION 


My name is Rowland Jones, Jr. I am the president of the American Retail 
Federation, with offices at 1625 I Street NW., Washington, D. C. 

The American Retail Federation is a federation of 25 national retail trade 
associations and 33 statewide retail associations. The names of the members of 
the federation who support this statement are attached. 

The American Retail Federation has a historical position in opposition to the 
excess-profits tax on the basis that is harmful to the economy, destructive to the 
growth of small business, discriminatory in its application and effect, impossible 
of equitable administration, and, thus, has no place in any sound Federal tax 
structure. 

} However, in the light of the administration commitment that it will seek no 
extension of the excess-profits tax beyond December 31, 1953, and in consideration 
of the overall administration program looking to a balanced budget in 1955, the 
American Retail Federation does not oppose the administration’s request that the 
excess-profits tax be extended to the end of the current year. 


NATIONAL ASSOCIATIONS 


American Retail Coal Association 

Association of Credit Apparel Stores, Inc. 

Institute of Distribution, Inc. 

Limited Price Variety Stores Association, Inc. 
National Appliance and Radio-TV Dealers Association 
National Association of Music Merchants, Ine. 
National Foundation for Consumer Credit 

National Industrial Stores Association 

National Jewelers Association 
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National Luggage Dealers Association 

National Retail Farm Equipment Association 
National Retail Furniture Association 

National Retail Hardware Association 

National Retail Tea and Coffee Merchants Association 
National Shoe Retailers Association 

National Sporting Goods Association 

National Stationery and Office Equipment Association 


STATE ASSOCIATIONS 


California Retailers Association 

Colorado Retailers Association 

Delaware Retailers’ Council 

Florida State Retailers Association 
Georgia Mercantile Association 

Idaho Council of Retailers 

Iilinois Federation of Retail Associations 
Associated Retailers of Indiana 

Associated Retailers of Iowa, Inc. 
Kentucky Merchants Association, Inc. 
Louisiana Retailers Association 

Maine Merchants Association, Inc. 
Maryland Council of Retail Merchants, Inc. 
Massachusetts Council of Retail Merchants 
Michigan Retailers Association 

Missouri Retailers Association 

Nevada Retail Merchants Association 
Retail Merchants Association of New Jersey 
New York State Council of Retail Merchants, Inc. 
North Carolina Merchants Association, Inc. 
Ohio State Council of Retail Merchants 
Oklahoma Retail Merchants Association 
Oregon State Retailers’ Council 
Pennsylvania Retailers’ Association 

Retail Merehants Association of South Dakota 
Retail Merchants Association of Tennessee 
Council of Texas Retailers’ Associations 
Utah Council of Retailers 

Virginia Retail Merchants Association, Inc. 
Associated Retailers of Washington 

West Virginia Retailers Association, Inc. 





St. Louis SMALL BusINness Councn., 
St. Louis, Mo., June 9, 1958. 
Hon, Dantet A. REED, 
Chairman of Ways and Means Committee, House of Representatives, 
Washington 25, D. C. 

Dear Sir: Following President Eisenhower’s request for continuation of 
the excess-profits tax, the executive council (the representative governing body 
including broad representation from retailing, service, distribution, and manu- 
facturing groups) of the St. Louis Small Business Council decided to reconsider 
this question. 

An absolute and unequivocal stand was taken against extension of this 
tax at two different meetings of the general membership in 1952. The execu- 
tive council requested the small business council’s tax bureau to meet with them 
to determine if the council's stand should be changed or softened due to the 
administration's great need for additional revenue. : 

After serious deliberation, a review of the arguments and a study of actual 
ease histories, the following resolution was adopted unanimously: 

Whereas we agree that the ability to reinvest earnings is the most vital factor 
in the survival and growth of small business ; 

Whereas any tax program that denies business the incentive to reward initia- 
tive, hard work, and the assumption of business risk is very detrimental to the 
welfare of the country and especially harmful to the health of small business 
and should not be condoned for any purpose; 
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Whereas, excess-profits taxation is a method of providing some additional 
revenue, it also eliminates many other sources of possible revenue and places a 
premium on loose spending rather than wise expenditures ; 

Whereas the excess-profits tax is more harmful to small and growing businesses 
which are least able to pay because it sets to: 

1. Drain working capital, 

2. Limits expansion to large companies, 

3. Places an unfair and often impossible burden on new small business ven- 
tures which need assistance to carry them through the crucial period of the first 
5 to 7 years, 

4. Prevents accumulation of funds to replace capital assets through lack of 
cash reserves ; 

Whereas if it is agreed that a healthy and growing small-business economy 
is essential and vital to the American economy and must not be endangered or 
destroyed: Therefore it is unanimously 

Resolved, That we urge in the strongest terms possible that the excess-profits 
tax now embodied in the Internal Revenue Code be allowed to expire June 30, 
1953, as provided by act of Congress; and be it further 

Resolwed, That if Congress deems in view of all the admitted harm that this 
method of taxation is justified and the excess-profits tax should be contined, 
the basic excess-profits-tax credit should be increased from the present $25,000 
to a minmum of $100,000; and be it further 

Resolwed, That the excess-profits-tax rates be altered so as to provide a gradu- 
ated rate up to 30 percent rather than the present blanket 30 percent. 

PAUL LUDEMBERG, 
Chairman of Tar Bureau. 


Hopkins, MINN., June 9, 1953. 

Dear Mr. Reep: For many years I was a member of both the AFL and the CIO 
unions and was president of a local CIO union. Naturally I am interested in 
the future of the working man. The decision taken on the EPT by you will 
affect the future of this country. It is imperative that the EPT should not be 
extended. It’s an unfair tax on the growth industries. It impairs the con- 
fidence of our investors. It will have a depressing effect on business. 

Business right now needs a shot in the arm. The trouble with the do-gooders 
in Congress is that they can’t see 6 months ahead. Our economy could go into 
a tailspin. The upper and middle classes are investors in common stocks and 
when they see their stocks making new lows they will pull in their horns, That 
means less buying by this important segment of our economy. 

I just can’t understand the thinking of our administration. Do they want 
to get defeated decisively in 1954? Our President has a great deal ef glamour 
appeal with the rank and file but he can’t hold the line alone. You can’t change 
the psychology of the people once the damage has been done. Once they get in 
the mood of retrenchment then it will take a lot of effort to change them. 
Unless we are careful we can run into a bad depression. 

The EPT must go. Don’t let anyone change your mind. I remain, 

Very sincerely yours, 
FRANK Brokt. 


CABIN CRAFTS, INC., 
Daron, Ga., June 2, 1958. 
Subject : Excess-profits tax. 
Hon. DAnret A. REED, 
Chairman, House Ways and Means Committee, 
House Office Building, Washingten, D. C. 

DEAR Mr. Reep: We do not believe that the Congress ever intended the excess- 
profits tax to penalize a growth company as it has penalized ours. It has greatly 
reduced efficiency and incentive and encouraged extravagance, 

The three attached sheets tell a sad story. We are a growth company not 
related in any way to the war effort. Most of our growth has come from a new 
product, tufted carpeting, which we started in 1950. 

Shipments for year ending June 30, 1950, were $4,352,000, income before taxes 
$479,000, income taxes $190,000, dividends $75,000, earnings retained $214,000. 
Capital and surplus was $1,473,000 and we had no borrowed money. 
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Shipments for year ending June 30, 1958, will be approximately $10 million, 
income before taxes $700,000, income taxes $470,000, dividends $75,000, earnings 
retained $155,000. Capital and surplus is $1,867,000 and we have $1,650,000 
borrowed from the banks 

In 3 years we more than doubled sales but earnings retained in the business 
has dropped from $214,000 for year ending June 30, 1950, to $155,000 for year 
and we owe banks $1,650,000 more, creditors $354,000 more, 
>000 more 
ilities have increased in these 3 years by $2,277,000. 


ending June 30, 195: 
and unpaid taxes 
Our current lia 
If excess-profits tax is allowed to expire June 30 we believe we can ear! 
$900,000 for year ending June 30, 1954, on which we would pay 52 percent or 
$468,000 Federal income tax. We will earn $700,000 for year ending June 30, 
1953: excess-profits-tax allowance is $400,000; income- and excess-profits tax 
is $454,000. We believe we would pay more tax without excess-profits tax than 
with it, and we would have more left to add to surplus for year ending June 











» 


oof 





We have a State income tax in Georgia which we estimate will take about 
6 percent of our earnings. On all over $400,000 we pay 52 percent Federal tax, 
30 percent excess-profits tax, about 3 percent State income tax or a total tax of 
85 percent. There is no incentive to increase earnings when we can retain only 
15 cents in every dollar earned. 

We firmly believe that the loss to the Government if excess-profits tax expires 
June 30 will not be nearly as great as estimated because companies like ours 
will earn more and 52 percent on the increased earnings will largely offset the 
loss of excess-profits tax. We feel that the excess-profits tax is indefensible. 

Very truly yours, 
G. L. Westcort, Treasurer. 


Tabulation of net sales and distribution of net income with ratios to net sales 


Distribution of net income 


Total net - a2 _ - 


sales Income | pividends | Retained 
taxes Ividends | earnings 
Fiscal year ended June 30 
1940-—-A mount $1, 097, 000 $21, 000 $20, 000 $55, 000 
Percent to sales 100 1.9 1.8 5.0 
1948—A mount $4, 568, 000 $191, 000 $75, 000 $204, 000 
Percent to sales 100 4.2 1.6 4.5 
1949—A mount $4, 429, 000 $134, 000 $75, 000 $127, 000 
Percent to sales 100 3.0 1.7 2.9 
1950-—-A mount $4, 352, 000 $190, 000 $75, 000 $214, 000 
Percent to sales 100 4.4 1.7 4.9 
’ years of excess-profits tax 

1951—A mount $5. 782. 000 $247, 000 $75, 000 $149, 00 
Percent to sal 100 4.3 1.3 2.4 
1952—A mount $6, 404, 000 $306, 000 $75, 000 $143, 000 
Percent to sales 100 4.8 12 92.9 
1953—A mount ! $10, 000, 000 $470, 000 $75, 000 $155, 000 
lercent to sal 100 4.7 .8 1.6 


' Based on operating results through Apr. 30, 1953, projected to June 30, 1953 
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Tabulation of net income, before tares, and distribution of net income with ratios 
to net income, before tares 


D ributi ret inc € 
Net income = 
} re 
taxes li ( Dividend Retained 
ixes earmnu 
Fiscal year ended June 30 

1940-—-A mount $06, 000 $21, 000 $20, 000 $55, 000 

Percent to total LO 21.9 20.8 7 
1948—A mount $470, 000 $191, 000 $75, 000 $204. 000 
Percent to total 100 10. 6 16.0 43.4 
1949— A mount $336, 000 $134. 000 $75, 000 $127, 000 
Percent to total 100 9 92.3 7.8 
1950 A mount $479. 000 $190. 000 $75, 000 $214, 000 
Percent to tota 100 39. 7 15.6 44.7 

$} years of excess-profits tax 

1951 Amount $462, 000 $247, 000 $75, 000 $140. 000 
Percent to total 100 53. 5 16.2 0.3 
1952 Amount $524, 000 $306, 000 $75, 000 $143, 000 
Percent to total 100 58. 4 14.3 27.3 
195: Amount $700, 000 $470, 000 $75, 000 $155. 000 
Percent to total 100 67.1 10.7 22. 2 


1 Based on operating results through Apr. 30, 1953, projected to June 30, 1953 
Tabulation of capital required to operate business and where the funds came from 


W here the funds came from 
| Total - 


capital Accounts wt ; 

required payable Taxes owed Borrowed Capital and 

not yet . retained 

7 funds ; - 

paid earnings 

i 
Fiscal year ended June 30 } 
1940— Amount $417, 000 $57, 000 $26, 000 $76, 000 $258, 000 
Percent to total... 100 13. 7 6.2 18. 2 61.9 
1948— Amount $1, 874, 000 $209, 000 $214, 000 $250, 000 $1, 201, 000 
Percent to total 100 11.2 11.4 | 13.3 64.1 
1949— A mount $1, 841, 000 $204, 000 $161, 000 $200, 000 $1, 276, 000 
Percent to total 100 11.1 8.7 10.9 69.3 
1950— Amount $1, 929, 000 $229, 000 $227, 000 0 $1, 473, 000 
Percent to total 100 11.9 11.7 76.4 
3 years of excess-profits tax 

1951— Amount $2, 709, 000 $190, 000 $274, 000 $675, 000 $1, 570, 000 
Percent to total 100 7.0 10. 1 24.9 58. 0 
i 1952— Amount $2, 744, 000 $338, 000 $344. 000 $350, 000 $1, 712, 000 
i Percent to total 100 12.3 12.5 12.8 62.4 
1953— Amount $4, 600, 000 $583, 000 $500,000 = $1, 650, 000 $1, 867, 000 
Percent to total 100 2.7 10.9 35.8 40.6 





STATEMENT OF ERNEST G. SWIGERT, PRESIDENT, HystTER Co., PoRTLAND, OREG., ON 
SHOULD THE Excess-ProFits Tax Be ExtTeENDED? 


The importance of this issue is far beyond the amount of money involved, or 
the people who will pay it. It is basically a question of whether this administra- 
tion is going to live up to its campaign promises or whether it is going to surrender 
to political expediency. 

I would like to point out three things: 

1. There is no one who defends this tax. The administration admitted it is an 
improper tax and Secretary Humphrey has gone so far as to ¢all it iniquitous. 

2. The tax will not produce an amount of revenue that will make any real 
difference in the reduction of any personal taxes or in providing for any important 
expenditure. 
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3. It must be clearly understood that it is not a question of repealing the 
excess-profits tax. The excess-profits tax under the law expires on June 30, 1953, 
and the administration is asking the Congress to pass a special excess-profits tax 
to run until the end of the year. The excess-profits tax was an emergency measure 
passed at the start of the Korean war on the theory that huge contracts had to 
be let immediately. It was not possible to get competitive bids, examine costs, 
ete., and it was claimed the tax would prevent profiteering. Today we are faced 
with a retrenchment in military spending and a probable slackening in all lines 
of business. It is a time when incentive is needed in buesiness, not a deterrent. 
To pass an excess-profits tax at this time would be to perpetuate its admitted evils 
with no excuse whatever. 

There is only one argument in favor of the extension and that is that President 
Eisenhower is asking for it. That is a powerful argument. In January it would 
have prevailed with most businessmen but this is June. If this administration is 
going before the people in 1954 with a record of accomplishment it had better get 
started. 

It is natural enough to ask why, if this tax is so bad, men like President 
Kisenhower, George Humphrey, and Marion Folsom are asking for its exten- 
sion. I am afraid the answer is very simple and to me it is very disturbing. 
It is political expediency. The administration is being told by professional 
politicians that they must not offend the labor leaders, they must play along 
with the farm vote, they must not cut any appropriation in a Republican Con- 
gressman’s district, ete. Just what are they going to do? 

This administration was elected to clean up the mess in Washington and 
unless they do clean it up they are not going to stay in power. I firmly believe 
that the greatest service any individual or any organization can do for this 
country, or for the Republican Party, is to demand action on every front: on 
expenditures, on taxes, on Government payrolls, on Federal bureaucracies 
everything. And not gingerly. It can only be done with an ax. 

Of course there will be screams from the Socialists, the intellectuals, and the 
egghead columnists. When the Government spends $1 billion, somebody gets 
it—a lot of somebodies. And when you take it away from them they aren’t 
going to like it. But that is what this administration is committed to do. 
The political bugaboo that unless you give in to all these minorities you cannot 
be elected is the most dangerous thing we face. I have no more desire to go 
into a totalitarian state under a Republican administration than I have under 
a Democratic, and J refuse to believe that the American people are so venal 
that they will not recognize and respond to honest, courageous leadership. 

To get back to the excess-profits tax, while it is true that 80 percent of the 
revenue comes from what are called “large corporations” the harm is done to 
small businesses—and there are many more of them. In a poll of 4,000 manu- 
facturers, 78 percent of those paying an excess-profits tax employed less than 
500 men and 48 percent employed less than 100 men. It is the growth of such 
companies as this that built America and this law makes their growth im- 
possible. 

To me an eyen greater evil is what this law does to the morale and efficiency 
of all corporations who come under it. How much money do you suppose is 
spent in this country by firms under the excess-profits tax which would not be 
spent under a normal tax? Nobody knows, but remember that the money 
which is squandered because of the excess-profits tax pays no tax at all whereas 
if it were not spent it would pay a 52 percent tax. 

I have sat on the board of a number of corporations and have seen the insid- 
ous way in which an expenditure can be justified because of the excess-profits 
tax I am absolutely convinced that the tax revenue of the Government will 
be increased the moment the excess-profits tax is eliminated. 

There is simply no honest reason for extending this tax. I wish the Presi- 
dent and every member of the Cabinet would frame on his desk the words of 
Washington’s address to the Constitutional Convention: 

“If, to please the people, we offer what we ourselves do not approve, how can 
we later justify our work. Let us raise a standard to which the right and 
the just can repair. The event is in the hands of God.” 
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THE Bristor Co., 
Waterbury 20, Conn., June 3, 1953. 


Hon. Dante. A, REED, 
Chairman, House Ways and Means Committee, 
House Office Building, 
Washington 25, D. C. 


Dear Str: This company would like to go on record as being unalterably opposed 
to the extension of the present excess-profits tax, which is scheduled for termina- 
tion on June 30, 1953. It is our feeling that this tax has no place in the Ameri- 
can tax structure when markets are competitive, as they are at the present time. 
Our reason for this statement is that it depletes funds needed for expansion, and 
that it weakens incentives for economy and efficiency and discourages risktaking 
It also tends to lessen the intensity and effectiveness of competition, on which 
principle our American system of business has been built. 

Much has been said and written with respect to the penalty that this tax inflicts 
on small, new enterprises. These statements are all true, but we would like to 
point out that older and larger, progressive companies are also unduly penalized 
under this tax measure. 

The Bristol Co., manufacturers of indicating, recording, and controlling in 
dustrial and aircraft instruments, and socket-head set and cap screws, has been 
in business for over 60 years and presently employs over 1,000 American citizens, 
Its growth has been long and steady, each year the greater part of earnings 
being plowed back to create additional tools of production, necessitating a very 
conservative dividend policy. With a policy of this type, which is paralleled in 
hundreds of American companies, it is obvious that it is practically impossible 
to expand when the rewards of such expansion are taxed at a total rate of 82 
percent, plus State taxes on income. 

The detrimental effects of this tax are many, of which we would like to mention 
a few. 

1. Restricts dividend payments. If more dividends were paid, the Govern 
ment would collect greater income taxes. 

2. Restricts the purchase of new machinery, tools, and equipment, thereby 
curtailing expansion and cost reduction. This has the effect of reducing the 
volume of business in the capital-goods industries, restricting the number of 
people employed in those industries, and reducing the profit on which taxes 
would be paid. 

8. Causes companies to borrow funds on which interest must be paid, resulting 
in reduced income with an inability to repay principal unless a fair share of 
profits can be retained. 

With respect to the so-called excess profits the companies are supposedly 
earning as a result of the defense and war effort, we would like to point out that 
the Congress has already made ample provision for recapturing any excessive 
profit through the Renegotiation Acts of 1948 and 1951. All companies, including 
our own, who have played a decisive part in the defense and war effort have been 
required to submit detailed cost and profit figures, on which figures determina- 
tion is made by the Renegotiation Board as to whether a company should receive 
clearance or make a refund of excessive profit. 

For these reasons we urge that your efforts be directed toward the discourage- 
ment of any extension of the excess-profits tax, and that instead a greater effort 
be directed to the elimination of nonessential expenditures and nonurgent appro- 
priations. 

Yours very truly, 
E. G. GABRIELSON, Treasurer. 


INTERNATIONAL INSTRUMENTS, INC., 
New Haven, Conn., June 4, 1958. 
Hon. DANIEL A. REED, 
Chairman of the House Ways and Means Committee, 
Washington, D. C. 

DEAR CONGRESSMAN ReeEpD: Attached is a case history of the harm inflicted 
upon this small and new business by the Federal income-tax law. The firm was 
established in 1947, or during the vulnerable 1946-49 period. 

The principal detrimental points of the law affecting this case are cataloged, 
and remedial suggestions are enumerated. 

This is an account of a successful small manufacturing company. With an 
early struggle to get its feet on the ground, and the attending financial losses 
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during the period that the products were becoming known and production refined, 
it is finally a useful supplier, not only to the important electronic trade but to 
the Government itself. Yet, the Government tax law very nearly stifles the 
opportunity to become of lasting service. 

This case is sent to you in the hope an actual experience, with names, dates, 
and figures included, may be of use to you or someone known to you or to some 
committee. At the same time, any personal effort you can contribute to revising 
the tax structure is respectfully solicited. 

We are also writing Senators William A. Purtell and Prescott Bush, and 
Congressman Albert W. Cretella. 

Yours very truly, 
INTERNATIONAL INSTRUMENTS, ING., 
SAMPSON SMITH, 
Vice President and Treasurer. 


Our company, International Instruments, Inc., commenced business February 
1, 1947, for the purpose of providing the electronic industry with certain compon- 
ents then little known, and some unknown to the trade. During the first year, 
the payroll numbered about 25 persons; the net sales were obviously small, and 
the loss was more than this past year’s taxes. At present, there are some 90 
persons employed, and sales for the year just closed were approximately 10 times 
the dollar value of the first year. The company is now well known in the trade 
and respected for the quality of its products. The list of customers includes the 
best known names in the electronic industry, such as General Electric, Westing- 
house, Western Electric, Hughes Aircraft, IBM, Raytheon, plus many others; 
and, as they are now prominently in the defense effort, we as a result find that 
some 75 percent of our production is for Government end products. We also 
sell production quantities directly to various Government agencies, and we hold 
three prime Government development contracts, one of which is for electrical 
indicating instruments of an entirely new type. 

We feel the above justifies the conception of this enterprise and, with such a 
premise, it should be assumed that the company could now consider itself estab 
lished, and that with continued diligent management it would grow in size and in 
its service to the trade. However, this assumption is incorrect. The tax law has 
stifled further progress by draining off 65 cents on every dollar it earns, and 
the future holds nothing but grave concern rather than prospects of success ac- 
cording to the historic pattern of American industrial achievement. 

Following are the salient points of the serious injury caused this company by 
the tax law: 

1. This is a small business by any standards and, like many other new small 
businesses, it operated at a deficit in its early years. At the end of 4 years, the 
accumulated deficit was over $90,000. In the last 2 years, the total earned income 
before taxes was $128,000. Therefore, excluding taxes, the accumulated surplus 
would appear to be $38,000, but, with taxes, there is still a deficit of over $10,000. 
These are actual operating figures, and no money has ever been taken out of the 
company. To the contrary, the principals functioned for some time without sal- 
aries, and even now draw very moderately. 

2. The excess-profits tax (a great misnomer) is directly responsible for the 
above deficit, as it also was over $10,000 this vear, and without it the deficit would 
only have been $452. A new busines is especially discriminated against by the 
arbitrary 1946-49 base profit period used in this tax. Not having been in exist- 
ence during the entire period, this company cannot use the growing company 
allowance permitting a rate of return on capital equal to the industry average. 

3. New companies must follow a certain pattern to survive and become success- 
fully established. This concern has accomplished the first requirement and the 
second also, as far as proving its products and management, but, without being 
able to hold the cash it has earned and labored for, it cannot be considered 
successfully established. A company must continually develop and go forward 
to survive but, lacking capital it has earned itself, it cannot do this. Obtaining 
capital outside is made almost impossible too, as few investors are interested in 
risk where the return after taxes is usually less than 4+ percent. In our ease, the 
return on the money invested by the stockholders has been zero. 

}. In a relatively small community such as the one in which this small manu- 
facturing business is located, even the employment of 90 persons is a factor in 
the economic life of the community. To stifle its growth not only affects the 
industry it gainfully serves but even more directly affects its employees and 
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the community. In a broader sense, it also affects the Federal Government, as a 
prosperous young company would assure future taxes for the benefit of the 
Government. 

The following few suggestions, if incorporated in the law, would materially 
help a company in our circumstances, and yet the total revenue lost to the 
Government could hardly appear to be serious. 

In the first place, we definitely feel small business should not be considered 
in the same category as big business for tax purposes. The present law is a prime 
example of the harm that can be done to the industrial development of the 
Nation when the difference in the two is overlooked 

It is obvious that a manufacturing company employing less than 500 does not 
have the resources to match dollar for dollar under the same formula a concern 
of, say, even 2,000 or 5,000 employees. Its financial structure is based on very 
different concepts, and its money psychology stems from very different theories. 
To illustrate the differential in growth possibilities, this small company had 
$22,000 net income left after taxes in 1952. Assuming that 10 percent of net 
income is a prudent portion of this sum to reinvest, we could spend $2,200. This 
would buy 1 machine tool which in turn would employ 1 new worker. Another 
company, with an income of, say, $6,000,000, if taxed at the same ratio (and few 
are, due to the $1946—49 base profit period), would have a net income after taxes 
of $2,200,000. With such a sum, far more than 10 percent could be used prudently 
for development and provide proportionately many more jobs. 

Secondly, under the present law, all businesses pay 30 percent tax up to 
$25,000. earnings, and thereafter 52 percent with the excess-profits tax on top of 
that. Free enterprise would certainly be encouraged if small concerns in 
particular would be taxed on a graduated scale. Eliminate entirely the excess 
profits tax. Few small business have real profits at all, let alone excess. 

Thirdly, new firms particularly, now have a very difficult time liquidating their 
fixed indebtedness. A yvreat help would be to set an arbitrary amount which 
could be paid off before taxes, instead of the whole amount being after taxes 

Fourthly, as in our case, there should be some relief for those showing an 
accrued deficit, even over an extended period. As mentioned, we still have a 
$10,000 deficit, though we are paying hearly 4 times that amount in taxes this 
year 

And last, but by no means least, consideration should be given to a tax credit on 
earnings reinvested. Reinvested earnings are the very foundation of this Na 
tion’s industrial leadership, and to discourage this is to forget one of the basic 
principles of continued industrial development. Regardless of some of the 
strange thinking encouraged over the past 20 years, these principles will work 
One evidence is the remarkable and quick reestablishment of industrial West 
Germany, and many quarters credit the tax-free reinvestment of earnings as 
playing an important part in that success story. 

To summarize the above, our specific recommendations to assist small busi 
ness are as follows: 

Segregate big business and small business for tax purposes. 

Graduated scale of taxes on earnings. 

Set a relative scale of fixed indebtedness which could be paid off before taxes 
Give consideration to concerns showing an accrued deficit. 

>. Permit tax credit on reinvested earnings. 

Our case as outlined is only a good exainple of the injustice of the present tax 
laws, and our suggestions for relief are our modest thoughts as we see the 
problems from where we sit. We feel they would help the small without hurting 
the big, and so it should follow that the Nation itself would be helped. 









DuLane, INc., 
River Grove, Jil., June 12. 19538 
Hon. DANIEL A. REED, 
Chairman, Ways and Means Committee, 
Vew Office Building, Washington, D.C. 


Dear Mr. ReEp: We here at Dulane, Inc., have followed the hearings which you 

re holding on the excess-prolits-tax extension with utmost interest, because of 
the significance your decision will have on our business 

Our case history parallels in its major respects the stories which many other 
new and growing businesses have presented to you 

Prior to 1949 our product, a deep fat fryer known as the “Fryryte,” was un 


cnown In 1849 we commenced business In that year Dulane, Inc., was incor- 
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porated. Because we were able to fill a need in the home appliance field, in a few 
short years, we have reached a point where sales are pushing $8 million annually. 
During this period we have built our own plant at River Grove, Ill, and have 
increased our payrolls from a handful of individuals to many hundreds. Despite 
this accomplishment and the unstinting time and effort put into the business by 
us, we are today far from being out of the woods. High taxes have kept us 
capital-poor. Our current liabilities approximately equal our current assets. 
Our earnings after taxes have been put into plant and machinery and last 
year’s taxes must be paid from current year’s earnings, this year’s taxes from 
next year’s earnings, and so on, Secause of this hand-to-mouth financing, we 
are a very poor bank credit risk and we are wholly dependent upon a continua- 
tion of business at present levels to remain solvent. 

We realize that high taxes are unavoidable and will gladly continue to pay 
our fair share. By reason of the excess-profits tax, however, we pay far more 
than our fair proportion. Many older and better established firms in the home 
appliance field with which we compete for the market for our product, have a 
base period exemption which frees them from the full brunt of the excess- 
profits tax. We have no base period earnings experience of any consequence as 
compared to present level of activity 

We have never engaged in defense production, but have served only the 
civilian home appliance market. Why the profits from this type of business 
should be treated as “‘war profits’ to be siphoned off by the excess-profits tax 
is incomprehensible to us. As far as we can see, as the tax applies to us, itis a 
plain and simple penalty for growth. 

Our accounting year ends July 31, so that eleven-twelfths of the current year’s 
profits are subject to the tax. If the tax is extended 6 months, our profits for 
the fiscal year ending July 31, 1954, will become subject in part to the tax. We 
sincerely hope this will not happen. If the tax is extended, a relief provision 
should be inserted to permit growing companies to retain much needed capital 
and to put them in a situation so that they are not being discriminated against. 

We respectfully request that this leter be placed on record in the hearings and 
that your committtee will safeguard the small and growing businesses in the 
future. 

Respecfully submitted. 

Rorert Dusek, President. 





CONTROLLERS INSTITUTE OF AMERICA, 
New York, N. Y., April 24, 1958. 
Congressman DANIEL A, REED, 
Chairman, Joint Legislative Committee on Internal Revenue Tagation, 
House Office Building, Washington, D. C. 
(Attention: Mr. Colin F. Stam.) 

DEAR CONGRESSMAN REED: On January 14, 1953, at a meeting attended by staff 
members of your committee and representatives of the National Committee on 
Federal Taxation of the Controllers Institute, we expressed our unalterable 
opposition to any extension of the excess-profits tax. 

We were advised that despite the statutory expiration of the tax on June 30, 
1953, the staff of the Joint Legislative Committee on Internal Revenue Taxation 
was assembling comments and suggestions regarding the tax; and we were 
invited to present our views. 

The attached recommendations for the amendment of the excess-profits-tax 
provisions of the code are the product of our committee’s analysis of a large 
number of suggestions received from institute members. The recommendations 
are submitted only that they may be at hand if the subject is opened up and 
their submission should in no way be considered a recession from our position 
as expressed in the first paragraph of this letter. 

The institute’s national committee on Federal taxation takes this opportunity 
to again thank you for the privilege of working with you in these matters and 
for the thorough consideration that has been given to recommendations that we 
have submitted in the past. 

Sincerely, 


C. Z. MEYER, 
Chairman of the Board. 
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RECOM MENDATIONS FOR REVISIONS IN THE Excess Prorits Tax Act oF 1950 


The following represents the recommendations of members of Controllers 
Institute, through its national committee on Federal taxation: 


INTRODUCTORY 


At the end of the recommendations with reference to normal and surtax 
submitted to the staff of the Joint Committee on Internal Revenue Taxation 
December 23, 1952. the following statement was made on the subject of the excess- 
profits tax: 

“The most important single fact concerning the excess-profits tax is that it 
expires June 30, 1953. We have always been opposed to this highly inequitable 
tax and view its expiration with approval. Though many proposals for amend- 
ment which ought to be retroactively applicable even to the limited period of its 
existence have been submitted by members of the institute, it is reported that the 
Congress will probably prefer to allow the tax to die as it is. 

“We, therefore, make no recommendations for amendment of the excess-profits 
tax at this time. Should the Congress later become receptive to such changes, 
however, our recommendations will be made available to the joint committee 
staff.” 

The submission of our recommendations is not to be taken as a withdrawal 
from our position of unalterable opposition to any tax beyond its present expira- 
tion date. However, should it develop that the tax will be extended, we wish 
to register as strongly as we can the view that the amendments suggested herein 
should be made to eliminate some of the hardships and injustices of this inherently 
inequitable-tax. The amendments recommended should be made retroactive to 
the effective date of the Excess Profits Tax Act of 1950, except possibly recom- 
mendations I and II. 

The recommendations for amendment set forth below are the product of the 
committee’s analysis of a large number of suggestions which have come in from 
members of the institute. Normally the committee confines itself to matters of 
broad and general application. In the field of excess-profits taxation, however, 
almost every case is sui generis, and one of the major problems is to provide for 
universal deviation from a nonexistent norm. The structure of the Excess Profits 
Tax Act recognizes this and represents an effort to achieve the general through 
the particular. Any proposals for amendment must follow the same pattern. 


I. USE OF ONLY 83 PERCENT OF AVERAGE BASE PERIOD NET INCOME 


In the Excess Profits Tax Act of 1950 only 85 percent of average base period net 
income was allowed, and this was reduced in the Revenue Act of 1951 to 83 percent 
for periods after June 30, 1951. 

The Ways and Means Committee report on the Excess Profits Tax Act of 1950 
seeks to justify the use of a rate as low as 85 percent on the ground that the 1946 
to 1949, inclusive, period was one of unusual business prosperity. The force of 
this argument is offset by the drop in the purchasing power of the dollar after 
1949 as compared with the average for the base period, as will be seen from the 
following indexes: 


Consumers Wholesale 


a Ratio to commodity Ratio to 
Year 93h ago 1| 1846-40 prices, 1946-49 
1947-49 = 100 ! 
Se eS 139. 5 78.7 
| - 159. 6 96. 4 
1948 171.9 104. 4 
1949 170. 2 99. 2 
Average, 1946-49, inclusive os 160. 3 94.7 
1950 ve 171.9 107. 2 103. 1 108. 8 
1951 a a 185. 6 115.8 114.8 121.2 
Wi ceionse 189.8 118.4 111.6 117.8 


1 Federal Reserve Bulletin, February 1953 
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The above relationship is but one indication of the static and incentive-killing 
ature of the excess-profits tax Kach year we progress, we go further from 
any relevance to the base period. The figures certainly do not justify use of only 
part of the base period earnings as the base for excess profits. 

We recommend that the average base period net income should not be dis 
counted, (In equity, it should be adjusted upwards.) This amendment would 
eliminate in part the imposition of the excess-profits tax on normal earnings. 


If. ALTERNATE EXCESS-PRKOFITS CREDIT FOR GROWING CORPORATIONS 


Section 485 (e) (1) (A) provides for an alternative income credit if the tax- 
payer can establish either that its total payroll for the last half of its base period 
is 1380 percent or more of its total payroll for the first half of its base period, or 
that its gross receipts during the latter half of its base period are 150 percent 
or more of its gross receipts during the first half of its base period. This tax 
relief is denied, however, to a corporate taxpayer possessing either a loan or 
with its affiliated companies total assets in excess of $20 million on the first day 
of its base period 

The $20 million asset limitation on this relief for growing corporations should 
be repealed. Such a restriction is open to the following fatal criticisms: 

1. Apart from any question of discrimination, it is a plain fact that a steep 
ase period growth trend at any level of assets simply will not produce a fair 
average of base period income. This is a matter of simple arithmetic. 

The $20 million limitation ignores this fact and, in addition, makes for in- 
tolerable discrimination in many ways, some of which appear below. 

2. The “growth provision” is a highly important relief provision—probably 
more widely needed to produce a fair excess-profits credit than any other. Yet 
it is the only relief provision containing a size limitation. Such discrimination 
against this particular form of relief was not contained in the excess-profits-tax 
legislation of World War II, and should not be adopted now. 

3. Corporations of all sizes which were growing rapidly during the base period 
need a growth credit to equalize their position as compared with other corpora- 
tions of equivalent size which achieved their growth prior to 1946. The cor- 
poration which achieved its growth during the base period should not be retro- 
actively penalized with a smaller credit. 

4. The $20 million limitation makes for unfair and retroactive discrimination 

among investors Those who in 1946 selected, for investment, growing enter- 
prises of $20 million or less are today rewarded for their “clairvoyance’—while 
those who selected somewhat larger enterprises are penalized. 
». The operation of this $20 million limitation is especially vicious as between 
competing companies just above and below the $20 million line at the beginning 
of the base period it closes the door for relief to a corporation with $20, million 
of assets at that time, and leaves it open to a competitor with $20 million or 
$15 million of assets at the beginning of its base period—although the latter 
corporation may now be the larger, or if smaller, may nevertheless be given a 
larger excess-profits credit 

G. Even if ‘bigness’ is significant in the context, it is clear that a total asset 
test is no true index of bigness. For example, as of December 31, 1945, General 
Motors had assets of approximately $1.8 billion, the ownership of which was 
widely scattered among a large number of investors—less than $4,500 for each 
ommon shareholder. On the other hand, many corporations below the $20 
million asset level are closely held, the individual holdings running into several 
millions of dollars. The $20 million limitation thus strikes without true regard 
tor concentration of economic power. 

7. There are many ways in which a $20 million asset test at a particular date 
may render one corporation eligible and exclude another from relief, although 
they may be of equal size in any true business sense. The corporation which 
produces all its own materials (and therefore has more assets) may not capture 
any more, and possibly less, of the market and therefore not handle a greater 
volume of goods than a competitor with smaller assets. Similarly, the fortuitous 

ndition of receivables, inventories, and other varying assets may let one cor- 
poration in and exclude the other, although of the same size. 

8S. Under the $20 million limitation, the adjusted basis of assets is the measure 





© used—i. e., depreciated cost. This measure affords no realistic comparison 

the economic value of corporate facilities. The assets of the corporation with 
he higher basis may have the lower value, or vice versa. This is a serious weak- 
ess in any asset 





tation which is sufficient in itself to preclude the proper use 
t 


such a test 
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On the basis of the foregoing, it is believed that there is no equity in the opera- 
tion of this $20 million limitation; that it was a mistake from its inception; and 
that it should be repealed as of its original enactment 


III. REDUCTION FOR INADMISSIBLE ASSETS SHOULD APPLY TO CAPITAL AND NOT TO THE 
CREDIT ON THE INVESTED CAPITAL BASIS 


Section 436 (a) of the present excess-profits tax statute requires that the 
invested capital credit computed under section 437 be reduced by the amount 
computed under section 440 (b) relating to inadmissible assets. Under present 
statute the excess-profits credit based on invested capital is first computed and 
then reduced for inadmissible assets—while under the World War II statute the 
invested capital was first reduced for inadmissible assets and then the various 
rates of return were applied in the computation of the excess-profits credit. 

The effect of the present statute is that in the case of the taxpayer having an 
invested capital of over $10 million, the reduction for inadmissible assets is 
applied to the 12 percent, 10 percent and 8 percent rates of return instead of to 
the lowest rate of return or bracket as under the World War II statute. 

Inadmissible assets are part of the capital invested in a business. It is only 
because the income from inadmissible assets is not subject to excess-profits tax, 
that they are properly excludable from invested capital for the purpose of the 
excess-profits tax. 

Therefore, the reduction for inadmissible assets should be considered as an 
adjustment of capital invested, to which, after it is determined, the rates of return 
are to be applied in arriving at the excess-profits credit. 

We recommend that the 1950 statute be amended to conform with the World 
War II statute because: 

a. The reduction for inadmissible assets is basically an adjustment of invested 
capital rather than the excess-profits credit. 

b. The report of the Senate Finance Committee indicates that “no major” 
change was contemplated in the treatment of inadmissible assets under the pres 
ent statute from that provided under the World War II statute. 


IV. COMPUTATION OF EXCESS-PROFITS NET INCOME FOR PURPOSES OF CEILING RATI 
Section 480 (a) (2) and (e) provides a ceiling rate of excess-profits tax meas- 
ured by the taxpayer's total income where the usual formula of applying a 30 per- 
cent rate to the taxpayer's adjusted excess-profits net income produces an excessive 
tax. Contrary to a similar device contained in the World War II law, however, 
the current provisions use excess profits net income rather than surtax net 

income as the tax base for the ceiling rate 

While the use of excess-profits net income is in general appropriate, since it 
represents the type of income which is to be taken into account for excess-profits 
tax purposes, there is one adjustment which should be made. Section 433 (a) 
(1) (N) and (QO) provides that, in arriving at excess-profits net income, the de 
duction for interest should be disallowed insofar as it relates to borrowed capital 
This is proper when the tax is imposed on adjusted excess-profits net income, since 
the item is taken into account in the excess-profits credit, but not when the tax 
is measured by excess-profits net income in its entirety, as in the case under the 
ceiling rate Its effect there is to levy an excess-profits tax on the amount of 
the disallowed interest payment. A collateral effect, if the interest is paid to 

another corporation, is to levy an excess-profits tax on the same item twice. 
‘The exclusion of the interest deduction is purely a function of the excess-profits 
credit computation. Its purpose is to prevent duplication where the excess 
j profits credit, which includes an allowance for borrowed capital, is employed in 
calculating the tax. What the adjustment really amounts to is a reduction of 
the excess-profits credit and could easily have taken that form. Since the 
excess-profits credit is not a factor in calculating the tax under the ceiling rate, 

the reason for the adjustment disappears. 

We therefore recommend that there be inserted at the beginning of section 


433 (a) (1) (N) and (Q) the following: 


‘Except where the tax is determined under section 430 (a) (2) or (e) 


\ TECH NICAL SERVICES RENDERED TO A RELATED FOREIGN CORPORATION 


Section 502 of the Revenue Act of 1951 added section 483 (a) (1) (R) to the 
cod providing for the exclusion, in arriving at excess-profits net income, of 


and deductions attributable to technical services rendered by the tax 
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payer to a related foreign corporation, if the services are connected with the 
production or improvement of products of the type manufactured by the tax- 
payer. A companion provision makes a similar exclusion in determining base- 
period net income. A foreign corporation is a related foreign corporation if 
10 percent or more of its stock is owned by the taxpayer. 

There appear to be certain situations involving affiliated groups which, though 
within the policy of section 433 (a) (1) (R), are excluded by the rigidity of its 
terms. One example is where the common parent corporation is the domestic 
manufacturing corporation and a subsidiary owns the stock of the foreign corpo- 
ration. If it is the common parent which renders the services and receives the 
income, it may be barred from relief because it does not itself own the stock of 
the foreign corporation. If it is the stock-owning subsidiary which renders the 
services and receives the income, it, too, may be barred because it does no manu- 
facturing. Yet, the arrangement is a common one and ought to be covered. This 
and other meritorious situations could be provided for by adding after the term 
“domestic corporation” both in the product clause and in the stock-ownership 
definition the following 
“or another corporation which is a member of the same affiliated group within 
the meaning of section 141.” 

Another objection to section 438 (a) (1) (R) in its present form is that, 
though it is in fact intended as a relief provision, it is in terms mandatory. Its 
application ought to be optional with the taxpayer. 


VI. ABNORMAL DEDUCTIONS IN BASE PERIOD 


Section 483 (b) (9) and (10) of the code, like section 711 (b) (1) (H), (1), 
(J), and (K) of the World War II Excess Profits Tax Act, provides for increasing 
excess-profits net income for the base-period years by the amount of abnormally 
large deductions which happened to fall in such years. Deductions of any class 
are regarded as abnormal to the extent they exceed 115 percent of the average 
amount of deductions of the same class for the 4 preceding taxable years. There 
are various limitations on the adjustment, such as that the taxpayer must not 
have deductions of the same class in a similar amount for the excess-profits-tax 
taxable year, that the deductions are not a cause or a consequence of an increase 
in gross income, etc., that they are not a consequence of a change at any time in 
the type, manner of operation, size, or condition of the business engaged in by 
the taxpayer, and that the disallowed portion of any class for any year must 
exceed 5 percent of the taxpayer’s average income for the base period. We be- 
lieve that the provision is defective in several respects and ought to be corrected 
retroactively. 

(a) Cost of goods sold—The section speaks only in terms of deductions and 
does not appear to take account of other offsets to income such as cost of goods 
sold. It should, however, make no difference whether the reduction in income 
takes place in the conversion of gross receipts into gross income or in the con- 
version of gross income into net income, especially since many items may be 
handled either way. In both cases the practical effect is the same. This prin- 
ciple was recognized and applied in the recovery of bad debts provision of the 
World War II Excess-Profits Act (sec. 711 (a) (1) (E) and (2) (H) by deci- 
sion (Boyd-Richardson Co., 5 T. C. 695 (1945), and Zellerbach Paper Co., 
S T. C. 511 (1947)) and has been legislated into the corresponding provision of 
the present statute (sec. 483 (a) (1) (G)), but a strict interpretation of the 
abnormal deductions provision has limited the relief there provided to technical 
deductions (Universal Optical Co., Inc., 11 T. C. GOS (1948)). It is recom- 
mended that the term “deductions” be defined to include items which are not 
technically deductions under section 23, but which enter into cost of goods sold. 

(b) Deductions resulting from change in character of the business.—As already 
indicated, among the limitations on the application of section 483 (b) (9) is that 
the deduction must not be “a consequence of a change at any time in the type, 
manner of operation, size, or condition of the business engaged in by the tax- 
payer.” 

The general purpose of this limitation, as in the case of the corresponding 
provision of the World War II act, was to provide against incomparability as 
between the year of claimed abnormal deduction and the test period brought 
about by a change in the taxpayer’s business. The limitation has been applied, 
however, to deny relief for deductions incurred in the act of the changeover 
itself. One instance is moving expenses incident to a change in the manner 
of operation, size, and condition of the taxpayer’s business (Crow-Burlingame 
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Co., 15 T. C. 738 (1950) ). It is believed that such expenses, being nonrecurring 
in nature, are precisely the type which the: abnormal deductions provision was 
intended to reach. They are not characteristic of the new business. In order 
to make certain that they are covered, section 433 (b) (10) (C) (ii) should be 
amended to read- 

“(ii) is not a consequence of a difference in the type, manner of operation, 
size, or condition of the business engaged in by the taxpayer whenever effected.” 

(c) Fiwe percent limitation.—The World War II act provided for disallowance 
of abnormal deductions regardless of the quantum of their effect on base period 
net income. The current act limits disallowance to cases where the effect of 
the disallowance is to increase base period net income by more than 5 percent. 
Moreover, the 5 percent limitation is applied separately to each class of deduc 
tions and on an annual basis. We think that any such arbitrary limitation is 
unjustified and that it should be removed from the statute. It will be remem- 
bered that a similar limitation was originally imposed in connection with sec- 
tion 722, but was removed by the 1942 act. In addition to being indefensible in 
principle, it puts a premium upon finding smal! differences in computation, which 
can have the effect in a close case of barring relief altogether. But at all events, 
if any such limitation is retained, it should apply to all classes of abnormal 
deductions in the aggregate and to the sum total of proposed disallowances for 
the base period as a whole. Even so, the percentage should be greatly reduced 
and an alternative dollar amount, say $50,000, provided. 


VII. ADJUSTMENTS FOR INCREASES IN INADMISSIBLES ON THE INCOME BASIS SHOULD 
BE ALLOCATED TO INCREASES IN EQUITY CAPITAL AND BORROWED CAPITATI 


Because of sections 485 (f) (1) (A) and 435 (g) (1) (A), in the determina- 
tion of the base period capital addition and the net capital addition, on the 
income basis, increases in inadmissible assets must be generally deducted in 
full from increases in the sum of equity capital plus 75 percent of borrowed 
eapital. These requirements assume that the inadmissible assets were acquired 
from increases in equity capital. The actual determination of which source, 
additional equity capital or additional borrowed capital, was used to acquire 
the additional inadmissible assets would be impractical in most instances. Cer- 
tainly a more equitable rule than the present one would be to allocate increases 
in inadmissible assets to additional equity capital and additional borrowed 
capital on a proportionate basis. We recommend that the code be amended to 
substitute this method. 

That the present general rule is unfair is evidenced by the following: 

(a) The 1951 act made an exception in case of banks (secs. 435 (f) (6) 
and 435 (gz) (8). 

(b) The adjustment for inadmissibles under the invested capital method 
(sec. 440 (b)) is based on the ratio of inadmissible assets to total assets and is 
applied to the invested capital which includes in case of borrowed capital only 
75 percent thereof. 


VIII. INTEREST ADJUSTMENT ON LOANS TO MEMBERS OF A CONTROLLED GROUP 


(a) In the determination of the base period capital addition, under section 435 
(f) (2) there is included in yearly base period capital under section 435 (f) 
(1) 75 percent of the borrowed capital but there is deducted: 

1. 75 percent of loans to members of a controlled group. 

2. 75 percent of the adjustment for interest on borrowed capital, determined 
under section 435 (f) (5). 

However, no plus adjustment corresponding to the principle of section 435 
(f) (5) is made with respect to interest received on loans to members of a 
controlled group. 

We recommend that inasmuch as loans to members of a controlled group serve 
to reduce the base period capital addition, another paragraph be added to 
section 485 (f) to allow credit under the principles of section 435 (f) (5) for 
interest received on loans to controlled companies; or at least that the adjust- 
ment in section 435 (f) (5) be on a net basis (borrowed capital less loans to 
members of a controlled group) as is used in section 433 (a) (1) (QO). 

(b) In the determination of the net capital addition under section 435 (g) 
(1), there is included under section 435 (g) (3) 75 percent of increases in 
borrowed capital but there is deducted under section 485 (g) (4) (E) 75 percent 
of increases in loans to members of a controlled group. In the interest adjust- 
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ment required under section 433 (a) (1) (QO), borrowed capital and loans to 
members of a controlled group are treated on a combined basis. This section 

33 (a) (1) (O) method is deficient in the following respects: 

1. It takes no account of the differences between the interest rate on bor- 
rowed capital and the interest rate on loans to members of a controlled group. 

2. No adjustment is made for the interest received on the loans to members 
of a controlled group in a situation where the lender does not have any 
borrowed capital or less borrowed capital than loans to members of a con- 
trolled group. 

To correct these shortcomings of the present statute in these respects, we recom- 
mend that section 433 (a) (1) (QO) be amended to cover borrowed capital only 
and that another paragraph be added to reduce excess profits net income by 
75 percent of the proportion of interest received on the loans which the increase in 
the loans after the end of the base period bears to the total amount of these 
loans. 


TX. INVESTMENT IN STOCK OF AND LOANS TO FOREIGN SUBSIDIARIES OR DOMESTIC 
SUBSIDIARIES EXEMPT FROM EXCESS-PROFITS TAX 


The capital reductions under section 485 (<) (4) (D) and section 435 (g) (4) 
(E) by reason of investments in the stock of or loans to members of a controlled 
group is based on the assumption that the subsidiary will receive a benefit from 
the investment or loan in the determination of its excess-profits credit. How- 
ever, this assumption is not true if the subsidiary is a foreign corporation not 
subject to excess-profits tax or a domestic company exempt from excess-profits 
tax under section 454 (f). 

Accordingly, it is recommended that investments in and loans to such sub 
sidiaries be excluded from the definition of controlled group under section 435 
(zg) (6) and (7). This would still leave the stock investment in the subsidiary 
in inadmissible assets as is the case with investment in stock of other companies. 


X. REDUCTION IN LOANS TO MEMBERS OF CONTROLLED GROUPS 


Section 507 of the Revenue Act of 1951 amended section 435 (g) of the code 
to permit a decrease in admissible assets to be regarded as a capital addition 
under certain circumstances. Similar treatment should be accorded to reduc- 
tions in loans to members of a controlled group. In fact, there is even greater 
need to provide for such cases, because of the ebb and flow of intercompany 
financing in affiliated group situations. Failure so to provide is particularly 
burdensome where the taxpayer has been penalized by increases in intercompany 
loans in the computation of base period capital additions. Because of the nature 
of the case it can be argued that the increase in operating assets test of section 
435 (g) (10) could be waived where an affiliated group is involved, since all that 
takes place is a shift of capital from one member to another, such capital con- 
tinuing to remain devoted to the business of the overall enterprise. Since the 
borrower will suffer a capital reduction by reason of the decrease in the loan, the 
lender should be entitled to a capital addition. 


XI. THE IRREVOCABLE ELECTION TO USE HISTORICAL INVESTED CAPITAL SHOULD BE 
ELIMINATED 


Section 434 provides that the taxpayer may compute his excess-profits credit 
on either the income base or invested capital base. There is no binding election 
involved in choosing between the two methods. 

Under the invested capital method two alternative credits may be computed, 
either the adjusted invested capital credit or the historical invested capital credit. 
For some inexplicable reason, the use of the historical invested capital involves a 
binding election. The taxpayer using this method in his return is bound by the 
election and may not thereafter return to the adjusted invested capital. 

The election attached to the historical invested capital credit is discriminatory 
against this method and is inconsistent with the other provisions of the law that 
grant a credit based on the most favorable computation. Also, the “one-way” 
election of the historical invested capital will cause administrative difficulties. 
Taxpayers who would normally file on the historical invested capital basis will 
avoid the method for return purposes and attempt to make the election only after 
audit when it is clear that the method is the most favorable one. 

Presumably, the historical invested capital computation was inserted in the 
law as a relief provision. The uncertainty of statutory interpretation inherent 
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in the historical invested capital concept makes its status as a relief provision 
doubtful if its use is premised on an irrevocable election 

For these reasons, it is recommended that the use of the historical invested 
capital method should not involve a binding election. 


XII, ALL NEW CAPITAL ADDITIONS UNDER THE HISTORICAL INVESTED CAPITAL METHOD 
SHOULD RECEIVE A RATE OF CREDIT OF 12 PERCENT 


High tax rates tend to discourage capital investment. In recognition of this 
fact, the various Excess-Profits Tax Acts bave provided some special incentive 
for new capital investment made by a taxpayer during the excess-profits tax 
period. One form of incentive is to grant a premium rate of credit on new 
capital. For example, during World War II an additional item computed at 
8 percent of net capital additions was allowed in the computation of the average 
earnings credit. The 8 percent was the same as the maximum rate of credit 
on invested capital. By contrast, the historical invested capital which was 
then the only basis of invested capital was increased by 125 percent of the new 
capital added during the excess profits tax years, or a premium of 25 percent 
of new capital. 

The present excess-profits tax statute again provides for a premium rate of 
credit on new capital additions, both in the average earnings and the invested 
capital method. The premium rate is 12 percent, the maximum rate of credit 
allowed on invested capital. However, this premium rate of credit is denied to 
new capital where the historical invested capital exceeds $5 million. In that 
event, net capital additions are brought into the credit at the ordinary rates of 
10 or 8 percent, depending upon the rate bracket of the taxpayer. Thus for the 
first time the computation of an excess profits credit does not include an in 
centive rate for new capital investment where the historical invested capital 
exceeds $5 million. 

This discrimination against the historical invested capital method should be 
remedied. It is recommended that capital additions under all methods should 
be accorded uniform treatment by computing the credit for new capital at 12 
percent. 

XIII. ABNORMALITIES DURING BASE PERIOD 


Section 442 permits the use of special formulae for determining average base 
period net income in cases where because of abnormal events which affected 
the taxpayer adversely during the base period, it would be unfair to use the 
general formula. However, the remedies prescribed by section 442 fall short 
of their objective and need to be revised in the following respects : 

(a) Before applying section 442 (c), the taxpayer is required by section 442 
(b) to eliminate the poorest taxable year in the base period. This provision 
discriminates against the taxpayer who uses section 442 (¢c) as compared with 
other taxpayers because it may have been the abnormality for which section 
442 (c) seeks to compensate, which caused the particular year to be the leanest 
year in the base period. To arrive at a fair result, the section 442 (c) adjust- 
ment should first be made and then the poorest base period year should be 
eliminated. 

(b) Under section 442 (d), if the taxpayer experienced abnormalities in two 
of the base period years, its actual excess profits net income for the third year 
(after elimination of the poorest year) is disregarded and the industry rate of 
return is applied for the 3 years. There is no aparent reason why such a 
taxpayer should be deprived of the use of its actual excess profits net income for 
the third base period year in which no abnormality occurred, if he wishes to do 
so. Accordingly, the constructed income should be used only for the years in 
which the abnormalities occurred. 

(c) Where it is necessary to construct excess-profits net income during the base 
period because of abnormalities, the use of industry rates of return is unsatis- 
factory if a more accurate yardstick is available. Section 442 should be amended 
to provide that there may be substituted for the method of constructing income 
prescribed by section 442 any other method which the taxpayer can justify for 
determining what the excess profits net income for the abnormal years would have 
been if the abnormalities had not occurred. For example, the taxpayer will prob- 
ably be able to demonstrate from actual experience during the months in which 
abnormalities did not occur how much the normal excess profits net income would 
have been during the abnormal months. 

(d) Section 442 (d) which prescribes the formula for the determination of the 
constructed average base period net income on the basis of industry rates of re- 
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turn for the base period as a whole, provides that the benefits of that subsection 
shall not be allowed unless it results in an increase of more than 10 percent in the 
average base period net income determined without regard to that section. This 
10 percent limitation is too harsh and should be eliminated. 


XIV. RECOMMENDATIONS RELATIVE TO PART II 


(a) Increased capacity cases.—Section 462 (f) provides that, where a partici- 
pant in a part II transaction is qualified for relief under section 444, dealing 
with increased capacity, and the part II transaction took place prior to the time 
that any of the participants was qualified for such relief, the Secretary may pre- 
scribe regulations relative to the applicability of section 444. The regulations 
take the view that, if the requirements of section 444 are met on a consolidated 
basis, the acquiring corporation may determine its average base period net 
income as therein set forth. Section 462 (f) provides that if the part II trans- 
action occurred after the close of the acquiring corporation’s base period, how- 
ever, Section 444 is applicable only if each participant in the part II transaction 
is entitled to relief under section 442 (d), 443, 444, 445, or 446. We believe this 
rule is unduly restrictive and should be brought into closer harmony with the 
rule set forth in the regulations in prequalification cases. 

One instance of hardship which has come to our attention involves the merger 
in 1950 of an inactive subsidiary into its parent. Though the parent was pre- 
viously qualified for relief under section 444, it unwittingly forfeited the benefits 
of such provision by reason of the merger. Recognizing that the statutory rule 
may be based in part on the fear that tax avoidance might otherwise result, 
we are of the opinion that at least two modifications may be made without run- 
ning such risk. The first is that the rule governing prequalification cases should 
he extended to part II transactions occurring prior to January 1, 1951, since, 
presumably, such transactions were effected without thought of excess-profits tax 
consequences. Secondly, the rule set forth in the regulations should be extended 
even to post-1950 cases where the corporations involved in the part II trans- 
action were affiliated within the meaning of section 141 prior to January 1, 1951. 

(b) Applicability of section 461 (c).—Section 461 (c) is correlative to the pro- 
visions of part II which permit an acquiring corporation to inherit the base 
period experience of its components. The effect of such section is to deprive the 
component corporation of the base period experience and capital additions and 
reductions inherited by the acquiring corporation. Unfortunately, however, the 
application of section 461 (c) is mandatory and does not depend upon whether 
the acquiring corporation chooses to exercise its right of inheritance. Since, as 
already pointed out, section 461 (c) is merely correlative to the acquiring 
corporation’s inheritance rights, however, we believe that its application should 
be limited to cases where the acquiring corporation chooses to exercise them. If 
the acquiring corporation prefers to ignore part II, the entire transaction should 
be regarded as outside part II. 

(c) Organization of subsidiary for cash——A number of part II transactions, 
particularly those described in section 461 (a) (1) (E), are defined in terms of 
section 112 (b) (5), which deals with the organization of a controlled corpora- 
tion. That section in general contemplates a transfer of “property,” and the 
question arises whether where cash is the only property transferred the section 
is applicable. The regulations take the view that it is. While it is true that 
the fact that one of several transferors transfers only cash does not defeat the 
application of the section, this interpretation of section 112 (b) (5) is merely for 
the purpose of protecting the property transferors from recognition of gain. The 
cash transferor has no need to apply section 112 (b) (5), since no gain is realized 
upon the transfer of cash in any event. 

To hold a cash transfer to be within the provisions of section 461 (a) (1) (EB) 
means that the transferor is subject to section 461 (c). If our recommendation 
set forth in (b), above, is adopted, there is no problem. But if section 461 (c) 
continues to be mandatory, cash organizations of subsidiaries ought to be excluded 
from the operation of part IT. 

(ad) Base-period capital additions in section 461 (a) (1) (FB) transactions 
taking place in 1949.—Section 40.464-1 (e) (2) and (4) provides that the three 
points of reference for determining base-period capital additions in the case of 
an acquiring corporation in a section 461 (a) (1) (E) transaction occurring in 
1949 should be January 1, 1949, the date of the transaction, and January 1, 1950, 
respectively. Thus, the acquiring corporation obtains no benefit from a base- 
period capital addition of the component corporation in 1948. This would be 
bad enough if the component corporation were permitted to retain the benefits 
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of its 1948 capital addition, but it, too, is deprived of it by in turn being regarded 
as the acquiring corporation of the remaining assets under the so-called flip-flop 
rule set forth in section 40.461-7 (c) of the regulations. It is believed that the 
proration called for by the statute can be applied to 1948 as well as to 1949 in 
such cases, and the regulations should be amended accordingly. If, for admin 
istrative reasons, the rule relative to the actual acquiring corporation must stand, 
then the component corporation should be permitted to retain the full benefits 
of its 1948 capital addition. 

(e) Section 462 (j) (1).—\When stock of a corporation which later becomes 
a component corporation is acquired by the acquiring corporation for a considera- 
tion other than its own stock, there is a possibility that unrestricted availability 
of the component’s base-period experience will result in duplication, for the assets 
of the acquiring corporation used to acquire such stock may have been responsible 
for the acquiring corporation’s own base-period experience. Section 462 (j) (1) 
provides that in such cases, subject to regulations, there shall be an appropriate 
adjustment. The matter was left to regulations because the variety-of-fact situa- 
tions make flexibility essential. It is obvious that what Congress expected was 
an individualized approach to the cases. If a rule of thumb had been desired, 
Congress could itself have provided it 

In general, the regulations (sec. 40.462—10) are not unsatisfactory. But they 
do not permit a taxpayer to avoid adjustment on the ground that the acquisition 
came out of funds made available by a conversion of inadmissible assets into 
admissible assets or by the accumulation of earnings and profits prior to the end 
of the year in which the acquisition took place. It is believed that many cases in 
this area will be clear cases of nonduplication and that the regulations ought 
to allow the taxpayer to prove it if he can. The Secretary cannot excuse himself 
on the ground that these cases are difficult, because it was precisely for that 
reason and in order that each case could be decided on its own facts that Con- 
gress left the matter to the Secretary. If the Secretary is unwilling to change 
his regulations, it is suggested that a sentence be inserted in section 462 (j) (1) 
reading substantially as follows: 

“Adjustment shall not be made under this section solely for the reason that 
the stock of the component corporation was acquired from funds made available 
by the conversion of inadmissible assets into admissible assets or by current or 
prior accumulations of earnings and profits.” 





STATEMENT OF THE TAx COMMITTEE, AMERICAN DRUG MANUFACTURERS ASSOCIATION 


The American Drug Manufacturers Association has not heretofore made recom- 
mendations to the committees of Congress regarding the level of Federal expend- 
itures, the general character of revenue sources, or the appropriate rates of 
taxation. 

Extension of the Excess Profits Tax Act of 1950, however, involves a funda- 
mental issue of equity in business taxation. The pharmaceutical industry has 
been seriously affected by the discriminatory features of this tax during the 3 
years it has been in effect. It is particularly vulnerable to such a tax because 
it is a “growth” industry, depending for its vitality on the continuous develop- 
ment of new products important to the national health and welfare. 

The excess-profits tax was hastily drafted as an emergency measure in 1950. 
It is unsound in principle and discriminatory in application. Excess profits 
exist only by arbitrary definition. Innumerable amendments would be required 
to make it workable even for the future. Past injustices also require considera- 
tion. There is no justification for extension of the tax. 

The only reason advanced for continuaticn of this oppressive measure is the 
need for its revenue, estimated at $800 million for the last half of this year. But, 
obviously, revenue estimates depend on business conditions. Elimination of the 
tax will stimulate the whole business community. Increased yields from the cor 
porate normal and surtaxes—now at the unprecedented high rate of 52 percent— 
will offset any substantial revenue loss from excess profits taxes, 

If, despite these compelling objections, serious consideration is to be given to 
the proposed extension, the tax committees of the Congress should have ample 
time to study essential amendments which taxpayers have proposed. Many of 
these amendments must be made retroactive to correct grave injustices which 
have existed since the enactment of the law. 

The tax committee of the American Drug Manufacturers Association has 
heretofore submitted the following amendments to the Joint Committee on In- 
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ternal Revenue Taxation. These amendments we regard as a minimus to give 
the law a semblance of equity with respect to our industry. We urge that the 
Ways and Means Committee also give them full consideration. 

1. We eall the attention of the Ways and Means Committee to the fact that 
rapid product obsolescence is a characteristic of the drug industry. The intro- 
duction of a new product ordinarily requires heavy expenditures for clinical 
testing and sales promotion. Competition quickly brings about a transforma- 
tion of the new product from a specialty to a staple commodity, with resulting 
sharp declines in prices. No doubt the Ways and Means Committee is familiar 
with the price declines in recent years in such well-known drug items as peni 
cillin, streptomycin, cortisone, etc. In those products the industry realized, in 
a very short period of time, the benefits of a number of years of intensive efforts 
and large expenditures. The inequity lies in the fact that the industry has 
realized in an excess-profits-tax year the results of the efforts and expenditures 
made during the base period years. 

Section 721 of the World War II Excess Profits Tax Act made possible relief 
from excess-profits taxes in situations where a portion of the income of an 
excess-profits-tax vear was attributable to research and development in prior 
years. Section 456 of the current Excess Profits Tax Act should be amended 
to make it clear that income resulting from research and development likewise 
is to be treated in the same manner as other classes of income attributable to 
prior-tax years under that section. This amendment is necessary in order: 
(i) To prevent inequitable discrimination against manufacturers realizing, in 
excess-profits-tax years, the rewards of research and development activities 
earried on in prior years; (ii) to avoid the excess-profits taxation of profits 
which are not in fact excessive; and (iii) to encourage research and 
development. 

This amendment should be retroactive to the original date of the excess- 
profits tax. Because of the hardships involved for many members of our 
industry in the last 3 years, it deserves full consideration. 

2. A further inequity lies in the fact that the carryback provisions of the 
1950 act permit the carryback of any unused tax credit only to the preceding 
year. Within the industry substantial amounts of excess-profits taxes were 
paid for 1950 and 1951 as a result of many new products then introduced. 
Revenues declined sharply in 1952 because of drastic price declines and 
increases in all costs of doing business. In some companies the drastic decline 
in profits in 1952 resulted in a very minor payment of excess-profits taxes for the 
year. As conditions in 1953 have worsened, several companies will pay no 
excess-profits tax this year, as they will fail to earn their base. Nevertheless, 
they will not be able to recapture any part of the excess-profits taxes paid in 
1950 and 1951. 

The rate of the excess-profits taxes is so onerous that it should apply only to 
the aggregate earnings of the period and the taxpayer should have the oppor- 
tunity to level off its income over the entire period of the tax. 

3. The Excess Profits Tax Act of 1950 has from its inception been grossly 
unfair in the treatment of a corporation which becomes a successor of another 
corporation in a tax-free reorganization. At present there are numerous situ- 
ations in which a mere “paper” change in corporate form involving no real 
change in the relationship or ownership of the business is held by the Com- 
missioner of Internal Revenue to result in loss of the tax rights which were 
enjoyed by the original corporation. Our tax committee believes that the suc- 
cessor corporation in a tax-free reorganization should step into the “tax shoes” 
of its predecessor for all tax purposes, succeeding to the tax status and all tax 
rights of the predecessor. Such an amendment should, of course, be retroactive 
to the enactment of the tax. 

4. Many other groups have already pointed out the desirability of enacting 
a section similar to 722 of the World War II excess-profits tax in addition to 
the mathematical formula relief provisions of the 1950 act. While our tax 
committee concurs, it thinks it unnecessary to restate the arguments already 
advanced in support of the recommendations for such relief. ° 

5. The act should include a modified version of the growth formula contained 
in section 713 (f) of the World War II act. Under that old formula, if the net 
income for the last 2 years of the base period was greater than the net income 
for the first 2 years, the excess-profits credit was computed by taking the average 
of the last 2 years plus one-half of the excess of the income for the last 2 years 
over the income for the first 2 years. The credit so computed was limited to the 
taxpayer's highest income for any taxable year in the base period. Eligibility 
for relief under the new formula should be limited to corporations whose rate of 
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growth for the last half of the base period over the first half exceeded the in- 
dustry rate of growth for the same period. As so limited, this type of relief 
should not be denied corporations having consolidated assets at January 1, 1946, 
in excess of $20 million. 


STATEMENT OF GEORGE S. EATON, EXECUTIVE SECRETARY, NATIONAL Toot & DIE 
MANUFACTURERS ASSOCIATION, CLEVELAND, OHIO 


My name is George S. Eaton, and I am executive secretary of the National 
Tool & Die Manufacturers Association, Cleveland, Ohio. 

Our association has as members more than 750 of the leading contract shops 
that is, jobbing shops—that make specially designed dies, tools, jigs, fixtures, 
molds, gages, and machines. For their business, they must look to the plants 
which manufacture all sorts of metal and plastic products and which find it more 
satisfactory to have much or all of their special tooling made in these contract 
shops rather than in their own toolrooms. 

Contract tool and die shops are all small businesses with employment ranging 
from 5 or less up to 400 or so. A typical tool and die shop employs 30 to 40. 

These shops are owner-operated, usually by men who began as tool] and die 
maker apprentices and eventually went into business for themselves. It has 
been customary for them to expand their shops by plowing back retained earn- 
ings—usually the only important source of capital—in order to take care of the 
constantly expanding need for special tooling both in peacetime and wartime. 

Since mass production is impossible without the special tooling made by these 
shops, the war production potential of this country can be no greater than its 
ability to provide special tooling as rapidly as needed. Therefore it is decidedly 
in the public interest that the contract tool and die industry be further developed 
and maintained in a strong, healthy financial condition. 

This requires the lightening of the present taxload. The high income and ex- 
cess-profits tax rates, and renegotiation, have left so little in earnings that these 
special tool, die, and machine shops are having great difficulty in finding the 
money to pay for the new equipment they need to work with the higher precision 
required today on much of the tooling for both defense and civilian products, 
or to replace machine tools no longer accurate enough or efficient enough for 
this very exacting work. 

The first step in reducing this unwise drain of earnings from these small shops 
should be the elemination of the excess-profits tax on June 30 of this year, as 
provided in the present law. With those responsible for this country’s fiscal 
policy proclaiming that the tax is inequitable and indefensible, it is impossible 
to understand why on any logical grounds they then recommend the extension of 
a tax that is penalizing efficiency and initiative, and is throttling growing busi- 
nesses and industries. 

If the revenue that would be produced by a 6-month extension of the excess- 
profits tax is vitally necessary, some fairer alternative method of raising this 
money should be adopted. Tool and die manufacturers believe in a balanced 
budget and suggest that consideration be given in an increase in the corporate 
surtax rate instead, to bring in the required revenue. This would keep the 
burden on corporations, but would spread it over all corporation profits instead 
of singling out the newer, the smaller, the thriftier, the more efficient and the 
growing companies to carry the load. 

When this association questioned its members as to tax revisions most neces- 
sary, the excess-profits tax was the item about which most complaints were 
registered. Typical comments follow: 

Because of the low earnings experienced during the base period, our 
excess-profits credit is unconscionably low. Relief should be afforded. Since 
April 1952 there has been no incentive to expand production. 

Constant improvement in production techniques is to be demanded if a 
company is to avoid being priced under. But, unfortunately, current tax 
laws, generally higher operating costs, the need for more funds for inven- 
tories and receivables, all have stretched the working capital of some manu- 
facturers to a point where they do not have sufficient funds to modernize 
and operate. 

Present form of taxation for relatively new companies is a burden because 
of lack of excess-profits credit. 
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Would prefer to see excess-profits tax abolished, even if normal and surtax 
rates have to be increased. This should basically help the tool and die 
feast-or-famine type of industry. 

The maximum income tax on first $100,000 profit should be 25 percent. 

Whereas most industries were unusually prosperous during the 1946-49 base 
period for the excess-profits tax, those years included two bad ones for most 
tool and die shops as well as for manufacturers of other types of productive 
equipment, notably the machine tools with which this special tooling is used. 

This means that the excess-profits-tax credit for these tool and die shops is 
in generally wholly inadequate. And since the invested capital of these manu- 
facturers is comparatively low—their ingenuity, experience, and know-how con- 
stitute much of their resources—the alternative of a return on capital investment 
is not helpful in most cases. 

In this connection it is of interest that the Bureau of Internal Revenue has 
determined that the special tool and die industry was depressed during the base 
period, 1946-49, within the meaning of the statute, and has established a relatively 
high rate of return on total assets for this industry as a means of relief. But, as 
pointed out above, this will actually do little good. 

If, in spite of all logic and fairness, the excess-profits tax is extended, two 
mensures of relief for small business should be insisted upon. 

One is to increase the exemption from the tax to $100,000. 

Second is the addition of a third alternative for establishing the excess-profits- 
tax base—allowance of 15-percent profit before taxes on gross sales during the 
taxable year. 

That is about the minimum that a tool and die shop must have in good years 
if it is to keep its equipment modern and is to expand to meet the greater need for 
special tooling resulting from the constantly growing complexity and precision 
of metalworking operations. 

We wish to heartily commend the House Ways and Means Committee for the 
firm stand it has taken for tax reduction, both for corporations and individuals. 
And we believe that through a lightening of the taxload, business will be so 
stimulated that there is a good chance tax revenues will not be reduced. 

Tool and die manufacturers agree that a balanced budget is vital but do feel 
that the iniquitous excess-profits tax should be replaced by some alternative 
means of raising money if it is decided that the country cannot risk losing the 
$800 million which is officially estimated as the sum that would be brought in by 
a 6-month extension of the excess-profits tax. 

With our country dependent for war production upon the strength of the small 
businesses that constitute the special tool, die, and machine industry, and our 
system of free enterprise based on the ability of able men to start with little and 
through hard work and good judgment to expand by plowing back retained earn- 
ings, relief from oppressive taxes is obviously essential. 

The continuous increase in the labor force makes necessary constantly expand- 
ing employment opportunities, which requires a growing industrial development. 

Those in the special tool and die industry want to participate directly in this 
growth; more important still, they want to be prepared to meet the bigger 
demand for special tooling which enlarged metal and plastic working industries 
will throw upon them. This means they must be able to retain enough earnings 
to enable them to grow. 


For Recorp oF HEARINGS ON Excess-Prorits Tax spy Dr. Juttus Hirscu, WirH 
THE ASSISTANCE OF D. N. WEIHERMANN 


I. Even after the lapse of the excess-profits tax on June 30, 1953, there is no 
real cash budget deficit in sight for fiscal 1954. The reasons are: 

(1) The yield of personal taxes in fiscal 1954 has evidently been underrated. 

(2) Corporate-tax receipts will be about $1 billion higher than estimated. 

(8) The Korean truce will bring savings which will remove any danger of a 
real, serious cash deficit. 

(4) The excess-profits tax cut is urgently advisable because the employment 
situation from the fall on may make early cuts highly desirable. 

As I understand the President’s statement of May 21, 1953, our Government 
has now—as I think happily—decided that “old-age tax and trust accounts * * * 
should be handled more nearly on a pay-as-you-go basis.” 

This means that the Government definitely is on the way to abandoning the 
so-called administrative budget and openly going over (as almost all business 
organizations including the most respected trade papers like Wall Street Journal 
and Journal of Commerce have done) to a cash budget basis. 
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The administration should no longer argue on the basis of administrative 
budget figures which according to its own decision have now lost all real meaning. 

How large was the estimated cash budget deficit for fiscal 1954 before the 
Korean truce became a near-certainty ? 

President Eisenhower’s budget foresaw a cash deficit for fiscal 1954 of $3.3 
billion on the assumption of no changes in the tax laws as they presently read. 

The expenditures for fiscal 1954 as scheduled by the staff of the Ways and 
Means Committee (the Stam estimate) were about $600 million lower 

But this deficit of $3.3 or $2.7 billion has now already become obsolete through 
still newer developments. The situation, moreover, will become progressively 
better the more the direct and indirect beneficial savings brought on by the end 
of the shooting war in Korea will materialize. 

II. Personal taxes will yield considerably higher income than forecast In 
forecasting on May 6, 1933, a yield of $84.3 billion for fiscal 1954 from direct 
taxes on individuals, the staff of the Joint Committee on Internal Revenue 
Taxation “assumed that the personal income level for the calendar year 1953 
would be approximately the same as the annual rate in March of this year. Some 
downward adjustments, however, were made in the levels assumed for the first 
half of calendar 1954. For the 18-month period (January 1953 through June 
1954) the personal-income level assumed averaged out at about $280 billion.” 

‘his seems to show that the committee assumes a quarterly development such 
as the following: 


Personal income Billions 
Calendar 1953: of dollars 
First quarter- ‘ tsi ree | 
a . a . shen diades ne ae 
Third . bs eee 
Fourth ona te het: S Mle . sna 2 Catan ee 
Calendar 1954: 
First and second quarters i éd beth ON ereee 
Average, calendar 1953___- saab ta chaplains bhaciasideienestl Se 
Average, 18 months dah danielle Bio8 280. 0 
Average, fiscal 1954_- i a oe ot i ia oo . 393.0 


This raises two questions: 
1. Is not the estimate of total personal income too conservative? The develop- 


ment from January to April 1955 was the following : Billions 

of dollars 
January . éidud bulb ate ain pih=tdptht thawed mincienien 280. 6 
I iiss cacedntntie toned ithe bin make ‘indileiee imal 280. 9 
March- bie wists 4 a en ee re 
April- . a Shown sn scletetevneh.ciaaiantha aes 283. 1 


I don’t see sufficient reason to assume that this rise will now suddenly almost 
stop, especially in view of the new wage demands and in view of an evident 
business pick up since the end of March. If income should continue to rise, even 
with some possible setback early in 1954, tax yields in fiscal 1954 will almost 
certainly be higher than now anticipated. 

2. When the budget for fiscal 1954 was published, President Truman explained 
that he expected personal tax receipts of $34.3 billion on the basis of $275 billion 
personal income. 

Despite the fact that the joint committee expects personal income to be about 
$4 billion more (i, e., about $279 billion) in fiscal 1954 they do not expect 
tax receipts to be more than Mr. Truman anticipated. Why? 

It is notorious that the Truman administration consistently underestimated 
the yield of personal taxes. 


Personnel tar receipts—Billion dollars 


[Billions of dollars] 


In fiscal— Anticipated Actual 
1951... .- maeaees ‘ sia 18.9 24.1 
Me bos heii s. 26. 7 30.7 
1953. ...-- — , ‘ ‘ 33.0 34. 2 





1 Latest estimate, 
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Ii. Corporate taxes, a $1 billion difference of estimates: The joint committee 
expects corporate profits to average $45 billion in calendar 1953. 
On the assumption that the excess-profits tax will expire June 30 as scheduled 


in the present legislation, the joint committee forecasts receipts from corporate 
taxes in fiscal 1954 of S22.8 billion. 


On the same profit and tax-rate assumptions, we have estimated that a tax 
income of $23.3 billion (i. e., $1 billion more) is likely 

According to press legislation, corporations will pay 90 percent of their 
taxes owing for calendar 1953 in the first half of calendar 1954. However, some 
corporations whose fiscal year does not coincide with the calendar year wiil 
pay somewhat less than 90 percent in the first 6 months of 1954. Consequently, 
t is estimated that on the average corporations will discharge about 85 percent 
of their 1955 ta iability in the first half of 1954. 

Assuming that 1953 corporate profits are $43 billion, the tax liability will be 
about $22 billion on the assumption that the excess-profits tax expires on June 30, 
1953 Chis figure of $22 billion for the corporate tax liability is derived by using 
the estimate for the first quarter of 1953 of the Council of Economic Advisers as 


o» 


given in the May Economic Indicators, page 22. In order to make them valid 
for the whole year, we have revised the Council’s figure ($23.5 billion) to take 
into account the expiration of excess-profits tax later in the year and to elimi- 
nate a small part of the corporate taxes which will go to the State governments, 
not the Federal Government. This yields our own estimate of corporate tax 
liability of $22 billion 

Since 85 percent of this amount will be paid during the first half of calendar 
1954, corporate tax receipts during fiscal 1954 from 1953 corporate incomes should 
be about $18.7 billion. 

In addition, during fiscal 1954 corporations who still owe money on their 
ealendar 1952 profits will pay their last installments. These installments will 
be somewhat more than 20 percent (we assume about 23 percent) of their calen 
dar 1952 profits. We figure tax liability on the latter to be $21 billion (from the 
same source as cited above). This will yield $4.8 billion in tax receipts. 

Thus, corporate tax receipts for the whole of fiscal 1954 look as if they are 
in the neighborhood of $23.5 billion. 

IV. Savings through the Korean truce: It is generally agreed that the Korean 
fighting war costs about $5 billion a year. 

Some weeks ago we tried to assess the minimum savings on an annual! basis 
which will arise when the truce is consummated. Congressional experts arrived 
at the same figure which my collaborators and I found, namely, $2.5 billion in 
year. 

An article in the Wall Street Journal quoting Defense Department officials 
tries to whittle this figure down to $1 billion, but then hints that “the defense 
chiefs may tell Congress that they can get by with nearly $2 billion less than 
they have asked in new appropriations for fiscal 1954 and thereafter. But it 
is the 1 billion—or less—spending cutback, not the appropriations, that will 
influence the 1954 budget.” On page 10 we show that the differentiation between 
appropriations and factual spending has largely been a bugaboo during the last 
8 years, but apart from this: 

The new kind of argument tried in this Wall Street Journal article is utterly 
unconvincing. Savings which will be made from the first minute on are not 
only on ammunition—alone figured in the article at one-half billion dollars a year 
but also on present huge shipping costs, fuel oil, not only for the Navy, but for 
our Air Forces, “combat rations,” clothing costs. The article completely forgot 
the huge hospital and other medical costs incurred during and after every day 
of battle and airplane losses. We have seen in some hearings what a single 
airplane can cost; we have been thoroughly informed about the downed MIGS 
and our own airplane losses have not been negligible, at least, in a number of 
weeks. The Wall Street Journal article gives us cold comfort by saying that 
even after the armistice, “some training planes” might be lost. 

All this also leaves out the rather important indirect savings in the private 
economy through the end of the shooting war. 

They will certainly compensate for some additional interest costs on the 
national debt brought about by our new hard-money policy. 

I think a much more thorough examination than hitherto made is needed 
before making a decision whether we shall maintain antieconomic taxes—quite 
especially in an economic situation which soon may reeval more unemployment. 

V. The employment situation in the fall may make early tax cuts highly desir- 
able: A truce in Korea will not only bring savings to the Armed Forces, but 
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inevitably some slowdown in the civilian economy supplying the fighting war 

If I take my estimate of $2 to $2% billion less war expenditures this will mean: 
Fewer jobs for 400,000 to 500,000 persons developing over a number of months. 
Moreover, the following will also influence the labor market: 


Reduction of the Armed Forces as announced by the Pres- Persons 
ident —_ a Rick en alanis nadie a 250, 000 
Reduction of Federal employment by budget cuts, at least 100, 000 
Additional job seekers_____- - a 750, 000—- S800, 000 

Add to this the newcomers’ influx into the labor market in 
1953 ‘ —_ TOO, OOO 800, 000 
Total 1, 450, OOO-1, 650, 000 


I do not expect the figure of employed to go down considerably this year 
but the figure of unemployed may rise rather substantially with disagreeable 
psychological effects. 

This is just the moment when tax cuts can and shall help, especially as there 
will not be any real cash deficit. Take care only that the taxes due are collected 
and processed on time. 

Question: What steps are being taken to make sure that tax revenue is 
being collected as fast as possible, when it is due? We had the situation last 
vear that a part of the receipts that should probably have been collected in 
June 1952 were not taken in until July, and, therefore, were credited to the 
wrong fiscal year. In case of a close race between a balanced budget or a 
deficit, this might make all the difference. 

VI. The appropriations—largely a bugaboo? It is somewhat difficult to fully 
understand the alarm which is being produced by the problem of new appropria- 
tions. Such large advance appropriations have been budgeted ever since the 
Korean war. Year in, year out, expenditures have fallen way short of new appro- 
priations (including advance appropriations carried over from previous years). 
(See table I.) Expenditures have fallen way short, even, of budget spending 
estimates with the result that anticipated deficits have turned into surpluses. 
(See table II below.) 

TABLE I.—“Much ado about nothing” 


{In billions of dollars] 


Total funds 


Anticipated Actual 
ithorizec 
Fiseal year a rized budget ex budget ex 
5 new and yenditures yenditure 
carried over I — I , 
1951 $100.8 $47.2 $44.6 
1952 149. 1 71.6 | 66. 1 
1953 157.6 85. 4 | 74.4 
1954 155.9 786 1 
Anticipated as of May 1953. 
TABLE II.—The mystery of the vanishing deficits—Cash budget, 1947-52 
{In billions of dollars] 
Ist cash budget estimates Actual result 
Moers . End of 
Fiscal year fiscal year 
Surplus Deficit Surplus Deficit national 
debt held 
by public 
1947 4.7 6.6 225. 5 
1948 2.9 &8 16.6 
1949 71 10 O14 
1950 1.5 2.2 219 
1951 2.7 7.6 214 
1952 12.8 ] 10 
Total 11.5 20.2 24. 1 2.2 
Net surplus, 1947 to 1953 21.§ 


Average yearly surplus 
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Why should this not happen over again? To appropriate more money than is 
needed for one single budget year is imperative in any case, since many items 
jiave to be ordered years ahead of the time when they must be paid for, by the 
very nature of their production problems. This cannot be avoided. It has been 
done in former years, but in none of these years has the expenditure ever reached 
the budgeted amount for the respective year, let alone exceed it. 

Question on this: How much of the forward contracted obligations can be 
canceled when desirable? At what costs? 

VII. Trust funds; pay-as-you-go principle now accepted by the administration, 
but not sufficiently exploited. A great step forward, but a great task, too: The 
Fisenhower budget message has taken a great step forward in endorsing the 
principle that “from now on, the old-age tax and trust accounts * * * should be 
handled more nearly on a pay-as-you-go basis.” 

This has been our own recommendation ever since 7 years; see our articles 
reprinted by Representative Thomas Jenkins of Ohio time and again in the Con- 
zressional Record. 

Any reorganization of the whole budgetary process along the lines of a real 
“cash budget’? would be a valuable innovation, indeed. And a chance for a new 
policy is now here. 

Moreover, apart from greatly improving and simplifying the structure and costs 
of administering the budget, putting social security on a pay-as-you-go basis 
would have two other great advantages. 

First, it would eliminate the problem of an increase in the debt limit. The 
continuous accumulations in the trust funds must, almost neeessarily, mean a 
constant increase in the national debt. 

But, if the funds were put on a pay-as-you-go basis, the need for this continuous 
increase would be eliminated. 

Moreover, after the Government has explicitly recognized the contributory 
principle on a pay-as-you-go basis, and assumed de jure the obligation to pay, 
which it de facto already has, it could in turn ask the abolition of that part of the 
national debt represented by the trust funds and thereby reduce the debt figure 
hy one swift blow from about $265 billion to about $230 billion—way below the 
lebt limit. The trust funds as they stand today are well-nigh meaningless 
anyway, since the actuarial principle of figuring reserves and premiums on which 
they were based was abandoned long ago. 

They have lost meaning, moreover, in another sense, since the Government, 
unlike a private insurance company, will have to increase benefits now and then, 
when a rise in living costs or an increase in the standard of living calls for a 
raise. 

Such higher payments already have been made, and will continue to be made, 
irrespective of any amounts in a fund, and irrespective of any past levels of 
contribution. Therefore, the principle of accumulation is quite evidently com- 
pletely inappropriate, especially for the future, even more than in the past. 

Secondly, putting social security on a pay-as-you-go basis can, for a long 
time, postpone any increase in social-security taxes. This will be a welcome 
development in any case. 

VIII. Why stubbornly neglect the capital budget? No businessman when 
spending $100,000 for a new plant and equipment or development would call 
that a deficit expenditure and put it on the loss account. Nobody ever has 
attributed any inflationary influence to such investments which turn out useful 
goods or services. Goods bought for stockpiles are no deficit spending either. 
Why count them as such and burden the citizen with quite unnecessary taxes 
because of such bookkeeping? 

Look at the following table, and leave out completely the “military invest- 
ment” (including rather valuable shipping facilities and all spending for the 
Nation’s atomic-power development), and you will find for the 3 budget years 
1952-54 expenditures for civilian development alone were $23% billion. 

It follows, if Federal civilian investment expenditures were reckoned according 
to customary accouting procedure, there cannot be the remotest danger of a cur- 
rent operating cash deficit. 
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Investment and operating budget expenditures 


{In million dollars] 


Actual, | Estimated, Estimated, 
1952 | 1953 1954 
| 
Total budget expenditure so “ 66, 145 74, 593 | 78, 587 
Of which: 

Additions to Federal assets (civilian 

Loans 1, 699 1, 850 1, 192 

Public works 2, 383 2, 603 3, 146 

Commodity inventories 4a9 1, 350 1, 378 

Other physical assets 421 600 716 

Expenditure for development (civilian 1, 716 1, 979 1, 998 

Total Federal civilian investment 6, 708 8, 382 8, 430 

Additions to Federal assets (military) 12, 299 18, 202 19, 128 

Expenditures for military development 1, 831 2, 35/) 2, 660 

Total Federal military investment 14, 130 20, 552 21, 826 

All other expenses, operating and service, civilian and military 45, 207 45, 659 48, 331 


Source: Federal Budget, fiscal year 1954, pp. 1104-1106. 


STATEMENT BY Ropert H. FRESHLEY IN BEHALF OF THE BASIC MACHINE PRODUCTS, 
Inc., or SoutTH BeEnp, IND. 


My name is Robert H. Freshley and I am president of the Basic Machine 
Products, Inc., located at South Bend, Ind. We employ 25 to 30 people manu- 
facturing precision piece parts for use by the Government, automobiles, refrigera- 
tion, and various industries, 

During the first 6 months of our year we showed a profit of $53,000 as compared 
with $5,400 for the same period in previous year. This increase in profit is due 
to one specific fact and that is that we purchased $75,000 worth of new equipment 
to increase our volume and quality of our parts. In view of this our profits and 
business will continue at the same rate during the last 6 months and we will 
then show a profit of approximately $106,000. After taxes we will have $13,000 
left to pay for the $75,000 worth of equipment, which is impossible, considering 
also the fact that in increasing your business you need more working capital 
since your inventory and all other items increase in proportion with sales volume. 

Genelemen, you can realize that no business can expand or maintain a steady 
growth under the present excess-profits tax law, if all profit over $25,000 is con- 
sidered excessive. We have to operate on borrowed capital and if we can’t repay 
our indebtedness now when business is good, we certainly won’t be able to pay 
when business slows up. 

It is my opinion and I hope you all agree, that this all other companies of our 
caliber feel that these excessive taxes are retarding the normal progress of 
business small and large. 

We sincerely hope that this law will be allowed to expire on June 30, 1953. 


SUGGESTED REVISION IN INTERNAL REVENUE Conk, SUPMITTED BY DANA F. Con 
TOPIC : EXCESS-PROFITsS TAX 


The excess-profits tax provides for a minimum excess-profits-tax credit of 
$25,000. Many small corporations are discriminated against because the mini- 
mum credit may not be used in computing unused credit carryovers or carry- 
backs. For example, one corporation might be able to compute an excess-profits- 
tax credit of, say, $25,010 credit when computing unused credits as a carryfor- 
ward or carryback. Another corporation may be able to compute a credit of, say, 
not to exceed $1,000, but it has no tax to pay until its excess-profits-tax net in- 
come exceeds $25,000 in any 1 year. If both corporations make $20,000 the first 
year and $30,000 the second year, it would appear that equity would provide 
that neither corporation should pay any excess-profits tax the second year by 
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changing the law to provide that both would have an unused excess-prolits-tax 
credit as a carryover from the first year. 

If the excess-profits tax is to be continued, it would seem that this revision 
would be an important one to include as a part of the amendments authorizing 
the continuation of the tax. If it is not continued, a retroactive amendment might 
be made in order to equalize the effects of tax on small and growing corporations. 
in accordance with the principles as understood by most citizens, the excess- 
profits tax should be levied on the basis of average earnings because it is by the 
use of average earnings that ability to pay is best measured. Therefore, it would 
appear the more equitable proposition to provide that corporations would not be 
assessed any excess-profits tax until their average earnings during the excess- 
profits-tax years exceeded $25,000 per year, and making the $25,000 minimum a 
credit for all purposes would be a step in the rizht direction. 


SUGGESTED CHANGE IN INTERNAL REVENUE Cope, SUBMITTED BY DANA F. Coe 


[OPI : EXCESS PROFITS TAX, SECTION 435 ) AND SECTION 504 (A) OF THE 1951 
ACT 


rhe 1951 act changed the word. “beginning” to “end.” The change had the 
effect of increasing the tax to some and reducing the tax to others. The particu- 
lar change was that certain taxpayers who commenced business before the end 
of the base period were required to consider their earnings during the base 
‘pericd, whereas before the change in the 1951 act taxpayers were required to 
tuke their earnings into consideration only if they had commenced business 
before the beginning of the base period (regulation 129, sec. 24.31 (b) (16)). 

The result of the change in the 1951 law was that certain taxpayers were 
required to amend their returns and pay deficiencies in tax, whereas it is pre- 
sumed other taxpayers were permitted to amend their returns and receive 
refunds of tax. It would appear that the tax laws should not be changed with 
the idea of benefiting any particular class of taxpayers, especially when such 
benefits would result in detrimental treatment to other taxpayers. In a case of 
this sort wouldn't it be better to permit a taxpayer to make an election? The 


excess-profits tax is inequitable enough without having any particular feature 
of it made favorable for one group and detrimental! to another group of taxpayers. 


(Whereupon, the committee adjourned at 12:20 p. m.) 





